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PART 1

This Annual Report on Form 10-K, the exhibits hereto and the information incorporated by
reference herein contain “forward looking statements” within the meaning of Section 27A of the
Securities Act of 1933, as amended (the “Securities Act’”™) and Section 21E of the Securities Exchange
Act of 1934, as amended (the “Exchange Act”), and such forward-looking statements involve risks and
uncertainties. When used in this Report, the words “may,” “will,” “should,” “believe,” “expects,”
“anticipates,” “‘estimates” and similar expressions are intended to identify forward looking statements.
Such statements are subject to risks and uncertainties that could cause actual results to differ materially
from those projected. These risks and uncertainties include those discussed betow and those discussed
in “Management’s Discussion and Analysis of Financial Condition and Results of Operations™ or
incorporated by reference herein. Synplicity, Inc. (“we”, “us”, “our company”, “our” or “Synplicity™)
undertakes no obligation to publicly release any revisions to these forward looking statements to reflect
events or circumstances after the date this Annual Report on Form 10-K is filed with the Securities and
Exchange Commission (“SEC”) or to reflect the occurrence of unanticipated events. Moreover, neither
we nor any other person assumes responsibility for the accuracy and completeness of these statements.
These forward-looking statements are made in reliance upon the safe harbor provision of The Private
Securities Litigation Reform Act of 1995.

We incorporated under the laws of the State of California in 1994. Our principal executive offices
are located at 600 West California Avenue, Sunnyvale, California, 94086 and our telephone number at
that location is (408) 215-6000. This Annual Report on Form 10-K, as well as all of our subsequent
filings under the Exchange Act, are accessible, free of charge, via our website at www.synplicity.com as
soon as reasonably practicable after such reports have been filed with the SEC. Investors may also read
and copy any materials that we file with the SEC at the SEC’s Public Reference Room at 100 F Street,
NE Washington, DC 20549. The public may obtain information on the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330.

Synplicity, Synplify, Synplify Pro, Certify, Amplify, Confirma, HAPS, TotalRecall, Synplify ASIC,
Identify and Behavior Extracting Synthesis Technology are our registered trademarks. All other names
mentioned herein are trademarks or registered trademarks of their respective owners.

ITEM 1. BUSINESS
Company Overview

We are a leading provider of solutions that enable the rapid and effective design and verification
of integrated circuits used in networking and communications, semiconductor, military and aerospace,
consumer, computer and peripheral, and other electronics systems. Qur products perform essential
steps in the process of designing and verifying semiconductors that are tailored to perform a specific
function including field programmable gate arrays (“FPGAs”) and application specific integrated
circuits (“ASICs”}). We employ proprietary logic synthesis and ESL level synthesis, physical synthesis,
debug technology and high speed FPGA based systems to simplify, improve and accelerate the design
and verification of large complex FPGAs and ASICs. We believe our products, coupled with our
responsive customer support, assist our customers in meeting their performance goals and in reducing
their time to market for their electronic systems.

Industry Background

Manufacturers of networking and communications, semiconductor, computer and peripheral,
military and aerospace, consumer, and other electronics systems utilize a wide variety of advanced
semiconductors, including FPGAs and ASICs, in.their products. Unlike off the shelf standard function
semiconductors, FPGAs and ASICs are tailored to perform specific functions defined by electronic
product designers. FPGAs are semiconductors that are customized or programmed to perform a




specific function after the semiconductors are manufactured, whereas ASICs are customized during the
manufacturing process.

FPGAs and ASICs are used to implement proprictary intellectual property and to provide the
equipment manufacturer’s products with enhanced performance, flexibility and differentiation. FPGAs
provide equipment manufacturers with the ability to create and modify semiconductor designs quickly
and easily. With FPGAs, electronics manufacturers can make changes to the design even after the
customer uses the product. This ease of creation and modification helps electronics manufacturers meet
time to market requirements by shortening development times. In this respect, FPGAs provide
electronic equipment manufacturers the ability to get to market quickly and the flexibility to update
their products to address rapidly changing industry and interoperability standards. ASICs, on the other
hand, can achieve higher performance, lower power consumption and lower unit cost than FPGAs
when produced in volume. However, ASICs generally have a longer development cycle, as well as
lengthy and expensive custom fabrication processes prior to shipment.

The capacity of FPGAs and ASICs has increased over time due to advanced manufacturing
processes. These advanced manufacturing processes help improve performance, lower overall part costs
and further expand the breadth of applications for which FPGA and ASIC semiconductors can be used.

Challenges of designing FPGAs and ASICs

As more complex FPGAs and ASICs, with higher capacity, are used in the design of electronic
equipment, these FPGAs and ASICs often require significant resources to design and test their
functionality, Large semiconductor designs require more time to develop and test, which may limit the
equipment manufacturer’s ability to get to market quickly.

FPGAs and ASICs are increasingly incorporating digital signal processing (“DSP”) functionality to
obtain a substantial performance increase over standard DSP processors. However, an obstacle in
implementing DSP functionality in FPGAs is that it is a very time-consuming process to explore
different design architectures in order to achieve optimal performance. Traditional techniques for
converging on a solution use very iterative and manual methods that frequently do not produce optimal
results.

Complex ASIC design, using the traditional cell-based library approach for implementation, has
become increasingly costly as deep submicron process technologies require larger investments in EDA
tools, design resources and initial semiconductor manufacturing costs. In addition to rising costs, the
time it takes to complete a typical cell-based ASIC has lengthened as the verification process has
become increasingly difficult and the level of application software integration has increased. These and
other economic forces have resulted in a declining number of cell-based ASIC design starts over the
past ten years.

Electronic product designers seek solutions that produce high-performance designs, increase
productivity, reduce costs and are easy to learn and use. To achieve these objectives, electronic product
designers, including equipment manufacturers using FPGAs and ASICs, have recognized the advantage
of certain software and systems solutions which address critical steps in the development cycle.

To date, these solutions have focused on several functions in the development cycle including:

* Logic synthesis. Logic synthesis software compiles a high level textual description of the desired
function of a semiconductor into an optimized network of elements, each of which is known as a
logic or memory element. Because the logic and memory elements must interact and exhibit high
performance, logic synthesis is critical to reduce the number of required components and
improve the frequency at which the semiconductor can be operated.




* Physical synthesis: Physical synthesis software combines the function of logic synthesis software
with some of the functions of placement and routing software. Placement and routing software
processes the optimized description of the semiconductor created by logic synthesis to place the |
logic and memory elements in locations on the semiconductor and to assign routes for wires |
between those placed elements. The goal is to keep wires short in order to maximize '
performance. Because a physical synthesis system controls the locations of elements, it can
identify performance limitations more easily and fix them with a combination of placement
changes and logic synthesis optimizations. It also provides improved timing correlation and the
potential for power reduction.

* Verification. Verification systems comprising software and hardware use the information from the
functions and integrity of the semiconductor to test whether it will perform as intended. For
example, with ASICs, the designer must verify whether the semiconductor will perform as
intended and whether the proposed design works with other components in the electronics
system, such as software or a communication module. Mistakes not identified prior to ASIC chip
manufacture are costly and can require weeks or months for correction.

Our Approach

Our software and systems solutions improve performance, reduce risk and shorten development
times for complex FPGAs and ASICs by simplifying, improving and automating key design planning,
logic synthesis, physical synthesis and verification functions. Our products utilize a number of
sophisticated mathematical algorithms, electrical engineering techniques, advanced software operations
and carefully engineered systems. Our software products also provide the following features and
benefits to our customers and their electronic product designers:

Accelerated time to market. Electronic product designers require time efficient solutions. Qur
software products optimize small designs in seconds and large designs in minutes or hours, which we
believe is faster than alternative solutions. Reduced execution time shortens time to market because
logic synthesis, physical synthesis and verification are typically performed repeatedly during the design
process. In addition, our physical synthesis products produce design results that correlate well with the
completed physical design, thus reducing the number of design iterations typically required with design
tools that use less accurate statistical wire length models. Gur systems products enable designers to
implement their designs onto a higher performance prototype than competing solutions. Higher
performing systems enable faster and more comprehensive debug cycles and also provide unique
capabilities, such as interfacing to high speed external signals and the development of embedded
software, that accelerate the development of our customers’ products. ’

Ease of use. Our software products are designed to be easy to install, learn and use. The user
enters only information that is specific to the design. Our products employ complex algorithms, but
their sophistication makes the designers’ work simpler. We believe both experienced and novice users
value our products because they provide highly optimized designs that require a minimum level of
design tool specific effort. We believe our solutions’ ease of use and graphical representations make
them accessible to a larger group of designers without sacrificing quality of results or achievement of
design goals. Our design tools have the added benefit of reducing the amount of technical support
required to assist customers in tool use. Our technical support resources can focus on more design
related support, which is of more value to customers.

Design goal achievement. Our software products enable designers to design products quickly that
meet or exceed their semiconductor performance and capacity utilization goals. Efficient and
cost-effective manufacturing of a semiconductor depends on full utilization of the semiconductor’s
capacity. Users specify design constraints through our graphical user interface and then use our
products to automatically process the design to achieve function, performance and capacity goals. The




complex optimization operations that our products perform employ the most advanced features of the
target semiconductor and result in a highly optimized design that improves performance of the
electronic equipment. Our solutions may also enable designers to use less costly semiconductors to
achieve the same performance goals, thus reducing end system costs,

Prototype flexibility. Our systems products enable designers to quickly assemble a prototype of
their design. Our modular systems include multi-FPGA motherboards and standard or custom-made
daughter boards that can be stacked together in a variety of configurations. For larger designs, several
boards can be stacked together. Among the functions available on standard daughter boards are video
processing, various memory types and interfaces to Ethernet, USB, PCI Express, PLI-X and ARM.

Comprehensive customer support. Because of the complex nature of our customers’ design
activities, we believe our support services are valuable to our customers. We emphasize rapid resolution
of customer questions by staffing our customer support operation with knowledgeable personnel. We
have provided our customer service organization with sufficient resources to assist our staff in
responding to customer problems, often within 24 hours. We also make available through our web site
information regarding support solutions, problem submission and problem status,

Our Technology

We believe our products are easier to use and produce superior results more rapidly than
alternative solutions. In addition, our core technology platform enables us to produce innovative
products quickly. Selected features of our technology include:

Behavior Extracting Synthesis Technology

QOur synthesis products are designed with our proprietary technology to recognize and locate
common circuit building blocks within designs and maintain high-level representations of these blocks
throughout the synthesis process. Other synthesis products use circuit representations that maintain
detailed level representations of the design, but lose important information. By maintaining behavioral
information that describes a semiconductor’s function throughout synthesis, we believe our synthesis
products make better overall optimizations, which result in better circuit performance.

Physical synthesis innovations. Achieving superior performance in large FPGAs requires solving
specialized problems not encountered in standard cell ASICs. We have patented our algorithms that
solve many of these problems. These algorithms involve combining synthesis with processes that are
normally applied later in the semiconductor design process, a combination referred to as physical
synthesis. We believe our physical synthesis innovations enable us to achieve very tight correlation
between our estimated results and the actual results, thereby reducing design iterations.

Graph-based Physical Synthesis. Synplicity invented graph-based physical synthesis to enable a
single-pass physical synthesis flow for 90nm and below FPGAs. FPGAs require a new approach to
physical synthesis because the methods developed earlier for ASIC physical synthesis do not work for
FPGAs. The situation arises because in ASICs physical proximity implies better timing. This is not the
case in FPGAs. The essence of our approach is that the pre-existing wires, switches and placement sites
used for routing an FPGA can be represented as a detailed routing resource graph. Using this
representation, our graph-based physical synthesis merges optimization, placement and routing to
ensure available, fast routes along critical paths. This technology generates a fully placed and physically
optimized netlist as output ready for the FPGA vendor’s routing tool.

Fast, memory efficient algorithms. Long run times are a commonly encountered barrier to
processing large designs. Because synthesis is performed repeatedly during the design process, fast run
times are an important time-to-market determinant. All of the algorithms employed in our products
were carefully selected and implemented for fast run times and efficient memory utilization. These




algorithms’ run times increase linearly as design size increases, as opposed to nonlinearly with other
software products.

Embedded electrical engineering knowledge. Synthesis and optimization of complex circuits are
accomplished through a large collection of algorithms and heuristics. For any given circuit, the
application of these algorithms requires many decisions, including which algorithms to use and in what
order to apply them. Implementing a synthesis product is considerably easier if the user is required to
make these types of decisions. However, this places the burden of understanding the effects of synthesis
algorithms on the user and resuits in a product that is difficult to use. Instead, we build products with a
high level of automation for making these decisions by embedding a high degree of electrical
engineering knowledge in the products so that optimization decisions are performed automatically.

Prototyping and Debug. Complex ASIC designs often cannot be adequately verified except with a
prototype that operates close to the intended operating speed of the ASIC. We have developed
patented technology and products that assist in the implementation of fast prototypes of ASICs, helping
the designer implement the ASIC functionality on a set of FPGAs. The HAPS family of ASIC
prototyping systems enable flexible and rapid development of prototype systems that operate at higher
performance levels than alternative verification methods. Synplicity offers synthesis technology for both
single and multiple FPGA prototypes implementation. Once the prototype is in place, understanding
the operation of the circuit is often the critical path to success. We have technology and products that
help the designer debug a circuit by relating the actual operation of the circuit back to the HDL input
used to implement the circuit.

Qur Solutions

Our solutions include FPGA implementation solutions, ASIC verification solutions, ESL solutions and
out Structured ASIC and ASIC synthesis solutions. They are described in more detail as follows:

FPGA Implementation Solutions
Synplify and Synplify Pro Products

In 1995, we introduced Synplify, our logic synthesis product that enables customers to implement
their designs in FPGAs quickly and easily. In May 2000, we launched Synplify Pro, our advanced FPGA
logic synthesis product incorporating improved productivity features and offering enhanced results. To
perform logic synthesis, our Synplify and Synplify Pro products employ proprictary optimization
algorithms. Our Synplify and Synplify Pro products take advantage of specialized features provided by
the FPGA manufacturers that improve performance for a particular design. Logic synthesis software
products transform a high level design specification into a format comprised of logic elements and
wires interconnecting those elements that is ready for implementation in a semiconductor. Logic
synthesis is a primary determinant of design performance. As a result, logic synthesis has a significant
impact on the overall performance of the electronic system in which. the FPGA resides. We believe that
our Synplify and Synplify Pro products produce the industry’s highest performance results on the basis
of speed and capacity utilization of the resulting FPGA.

Because logic synthesis is performed multiple times during the design process, the less time
synthesis requires, the quicker the engineer can complete the design process. We believe our Synplify.
and Synplify Pro products have the industry’s fastest run times. We employ algorithms that scale
linearly in run time with the size of the design. Small designs can be synthesized in seconds and designs
for the newest, largest FPGASs can be synthesized in hours or ‘even minutes. Synplify and Synplify Pro
require only the input of readily available design data. This information is entered via a user friendly
graphical user interface, which allows designers to specify all design constraints in a single location
quickly.




Synplify Premier Product

Synplicity’s Synplify Premier software, introduced in late 2003, builds upon Synplicity’s industry
leading synthesis technology and adds new graph-based physical synthesis and real-time simulator-like
visibility into operating FPGA devices. Synplicity invented graph-based physical synthesis to improve
timing closure by means of a single-pass physical synthesis flow for 90nm and below FPGAs. The
Synplify Premier tool’s graph-based physical synthesis technology merges optimization and placement
and routing to generate a fully placed and physically optimized netlist, providing rapid timing closure
and a 5% to 20% timing improvement. In addition, the Synplify Premier product offers an efficient
method of in-system verification of FPGAs. The Synplify Premier software dramatically accelerates the
debug process and provides a rapid and incremental method for finding elusive design problems.

Identify Product

In November 2002, we acquired a key RTL debug product from Bridges2Silicon, Inc. which we
introduced under a new Synplicity product name, Identify. This product allows engineers to debug their
FPGAs directly from their RTL source code during chip operation, Identify’s efficient method of
functional hardware debug helps engineering teams avoid what would otherwise be a tedious and costly
debug using hardware analyzers.

Our Identify product allows FPGA designers and ASIC prototyping designers to functionally debug
their hardware directly in their RTL source code. This allows functional verification with RTL designs
10,000 times faster than today’s RTL simulators and enables the use of in-system stimulus for
applications-like networking, audio and video and hardware/software co-development. With Identify,
designers directly select signals and conditions in their RTL source code. The actual values of these
signals in the hardware can then be viewed in the original RTL, based on the conditions the user
created.

ESL Solutions
Synplify DSP Product

In July 2004, we introduced Synplify DSP, our first Electronic System Level (ESL) synthesis
product created to bridge between system level DSP design and analysis and semiconductor hardware
design. Synplify DSP performs high-level DSP optimizations from a Simulink specification. These
special DSP optimizations allow designers to capture the behavior needed for their DSP algorithm
without concern for the specific hardware implementation. Synplify DSP automaticaily produces a
highly optimized, technology independent implementation of the design ready for RTL synthesis.

DSP designers are increasingly targeting FPGA hardware for implementation of their
high-performance DSP designs, FPGAs can achieve a performance of hundreds of millions of
operations per second, which far exceeds the performance available in more traditional DSP processors.
Today’s FPGAs also contain large quantities of DSP blocks and multipliers, facilitating efficient and
paralle] implementation of DSP functions in programmable logic. Until the introduction of Synplify
DSP, there had been no automated way to get a design specified at the algorithm level from tools such
as Simulink® by The MathWorks, into high-quality RTL, architecture independent code suitable for
semiconductor implementation. A common implementation path had been to hand-code the RTL with
numerous iterations between the DSP algorithm architect and the RTL hardware designer, which is
error prone and time consuming. We believe Synplify DSP offers the only automated way to fully
optimize DSP design expressed in the SimuLink environment into vendor independent RTL code
suitable for FPGA or ASIC implementation.




Synplify DSE ASIC Edition Product

In March 2007, we introduced Synplify DSP, ASIC Edition software. This product performs
high-tevel DSP optimizations from a Simulink specification and targets ASIC technologies as well as
FPGA devices. The output of this product has been specifically tailored to accommodate the needs of
ASIC design teams and design flows. Synplify DSP software rapidly creates technology-independent
DSP algorithm implementations saving the time previously spent in hand coding,

ASIC Verification Solutions

Synplicity offers several products that can be combined to form an ASIC verification solutions
based on FPGA prototypes. Synplify Pro and Synplify Premier can be used for RTL synthesis of
single-FPGA prototypes. Identify can be used for uncovering causes of verification failures. In addition,
Synplicity offers two purpose-built ASIC verification products: Certify software and HAPS systems.
Collectively, our ASIC verification products are sold under the Confirma ASIC verification brand
name.

Certify Product

In 1999, we introduced Certify, a software product for the verification of ASICs using prototypes
consisting of multiple FPGAs. Qur Certify product enables ASIC design teams to create prototypes
early in the design process when design changes are easier and less costly. Certify also assists designers
in verifying that the final system will work as specified, will work with system level software and will
meet customer requirements. Customers who use our Certify product to define their prototypes can
begin system integration, software verification, chip and system verification and end validation earlier
than other approaches to functional verification. Certify can process multimillion gate designs in a
single pass without the complex scripts commonly required by ASIC synthesis products. We believe
Certify is the only product that processes ASIC designs and produces multi-FPGA prototypes at the
RTL level, enabling rapid iterations of the prototype during the verification stage.

Our Certify product is a verification product incorporating synthesis and enabling the user to
create prototypes automatically from the user’s textual design specification. The ability to operate the
prototype at or near the speed of the final product can be very important for ASIC verification. Other
available approaches, such as logic simulation software, emulation systems or reconfigurable prototyping
systems, cannot run at a sufficient performance level for many applications, such as mobile telephony,
optical switching or streaming video in real time. Our Certify product enables designers to create
FPGA-based prototypes that operate at or near the speed of the final product and at substantially
higher frequencies than other available approaches by using our proprietary embedded synthesis
technology that optimizes the final prototype performance. Certify achieves high performance for a
multi-FPGA semiconductor prototype by optimizing all FPGAs in the prototype simultaneously.

While our Certify product serves the needs of ASIC designers verifying their design using multiple
FPGAs, our Synplify Premier product is effective in verification situations which involve a single FPGA.
Many ASIC verification teams use a single FPGA to verify a portion of their design. Our Synplify
Premier product incorporates a number of features, also available in the Certify product, that facilitate
the synthesis of an ASIC design into an FPGA. In addition, the Synplify Premier solution incorporates
debug features found in our Identify product which improve the productivity associated with locating
and fixing design problems.

HAPS (High Speed ASIC Prototyping System) Systems

In June 2007 we acquired HARDI Electronics AB (“HARDI”), the manufacturer of HAPS FPGA
prototyping systems. HAPS is 2 modular system with single and multi-FPGA motherboards and
standard or custom-made daughter boards, which can be flexibly interconnected in a variety of ways.




Qur new Virtex-5 based HAPS-54 provides four Xilinx LX330 FPGAs with a total capacity of up to
8 million ASIC gates. For bigger designs, several boards may be connected together.

Among the functions available on standard daughter boards are video processing, various memory
types, and interfaces to Ethernet, USB, PCI Express, PCI-X and ARM.

The robust and reliable systems, together with the modular approach, allow the designer to quickly
configure an ASIC prototype and concentrate on the actual ASIC verification process rather than on-
the design of complex prototyping hardware. All HAPS products use connectors that conform to the
HapsTrak or HapsTrak II standard, a set of rules for pinout and mechanical characteristics, which
guarantees compatibility with previous and future generation of HAPS motherboards and daughter
boards. ‘

Customer support

Our products are designed to be utilized quickly and effectively by our customers and to minimize
the level of support from us for the designer to be productive. Our customers use our products along
with design software from semiconductor manufacturers and from other third party design software
developers. The overall semiconductor design process is complex, and our customers may seek
assistance from us with various aspects of our products’ functionality in their semiconductor design
process. We believe that high quality customer support of our customers’ activities is important to the
success of our business. We have developed a comprehensive suppert organization to manage customer.
accounts. We provide support for our products primarily from our Sunnyvale, California, Bangalore,
India and Ankara, Turkey locations. .

We provide technical support to our customers through maintenance services. Time-based licenses
include maintenance services for the duration of their respective terms. For each sale of a perpetual
and two or three-year term license, the first year of maintenance is generally sold with the license.
Thereafter, customers may annually elect to renew maintenance. '

In recent years, over 80% of our outstanding annual maintenance contracts have been renewed.
Customers paying maintenance receive software updates and bug fixes when and if we make these
updates available. We work closely with leading FPGA manufacturers to mcorporate support for new
devices as quickly as possible.

We generally provide our technical support via electronic mail, our web site and telephone. Our
support organization may assist customers with technical support during the customers’ initial product
installation and configuration. However, our support organization devotes the majority of its efforts to
resolving customer questions about our products’ functionality that can arise from the customers’ design
tasks. Effective execution of these efforts require highly skilled engineers familiar with our customers’
design tasks as well as familiarity with third party products that may be used by the customer in
conjunction with our products. Our support staff consists of engineers with substantial design
experience.

.

Customers

As of December 31, 2007, we had approximately 1,800 active customers. Of that total, 196 were
first-time customers in 2007. In 2007, our customers were distributed over networking and
communications, semiconductor, computer and peripheral, military and aerospace, consumer, and other
electronics systems. Our customers often buy licenses for a single location, department or division, and
then, based upon the initial success of the products, later expand their use of our products into other
parts of their organizations. We believe we can sell our existing products more extensively within our
existing customer base and sell them new products as we expand our product line. We will continue to
pursue enterprise-wide sales as appropriate. We have customers throughout North America, principally -




the United States, as well as in Europe, Japan and other parts of Asia. In 2007, 2006 and 2005, no
customer comprised more than 10% of our revenue.

Marketing and Sales
Marketing

We focus our marketing efforts on creating awareness for our products and generating leads for
our sales organization. Our strategy is to distinguish our products by their high level of design
performance, ease of use and time to market advantages. We employ a wide variety of communication
channels to inform customers and potential customers about our products. These channels include our,
or our key partners’, websites, print and web advertising, public relations, web-based seminars, live
seminars, tradeshows and electronic mail notifications to customers about new product releases, as they
become available.

Sales

We license our software products primarily through our direct sales organization, as well as
distributors and other strategic partners.

Direct Sales

Our direct sales efforts target customers who design semiconductors for networking and
communications, semiconductor, computer and peripheral, military and aerospace, consumer, and other
electronics systems. As of December 31, 2007, our direct sales staff consisted of 96 employees based in
23 offices around the world. Direct sales accounted for 88%, 90% and 91% of our total revenue in °
2007, 2006, and 2005, respectively. Each of our sales teams represents a geographic region and includes
a sales manager and applications engineer, and may also include an internal sales representative. The
direct sales team also relies on strategic partners for demand creation and leads. Qur typical sales cycle
varies by product from two weeks to several months.

We currently have domestic direct sales offices in Sunnyvale, San Diego and Irvine, California;
Denver, Colorado; Covington, Washington; Austin and Dallas, Texas; Lisle, Illinois; Bel Air and
Millersville, Maryland; Beaverton, Oregon; and Durham, North Carolina, We also have international
direct sales/marketing offices in or near Oxon, Hatfield, United Kingdom; Aix-en-Provence, France;
Dornach, Germany; Kista, Sweden; Netanya, Israel; Bangalore, India; Shanghai, BR.C; Hsinchu City,
Taiwan; Seoul, South Korea; and Tokyo, Japan.

Indirect sales

In addition to our direct sales strategy, we have indirect sales-channels through distributors. Our
relationships with distributors help extend our reach to more customers. Distributors either assist our
direct sales staff or are our sole sales and support representatives in territories that include portions of
Europe and Asia. Our international distributors typically perform marketing, sales and technical
support functions in their respective country or region. We train our international distributors in both
our products and sales methods. In general, each one may distribute directly to the customer, via other
resellers or through a mixture of both channels. Our distributor agreements do not provide for rights of
return, stock rotation or price protection for the distributor. Revenue through distributors was 4% of
our total revenue in 2007, 2% of our total revenue in 2006 and 2% of our total revenue in 2005. We
also generate some revenue through certain FPGA manufacturers as discussed below.
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Seasonality

In the past we have experienced seasonal fluctuations in the sale of our products. For example,
sales may decline during the summer months while they are relatively higher in the fourth quarter. Our
first quarter is typically our slowest due to patterns in the capital budgeting and purchasing cycles of
our current and prospective customers and the economic incentives for our sales force. ;

Strategic Relationships

. Our key strategic partners include certain semiconductor manufacturers and their distributors, and
electronic design automation software companies, which provide information and.interfacing that assist
us with the successful development and distribution of our software solutions.

Partners, FPGA manufacturers work closely with us before each product release to ensure that
our design software products perform optimally with their components. We rely on these manufacturers
to provide us advance information and answer detailed questions about their components and design
software. FPGA partners currently include Achronix Semiconductor Corporation, Actel Corporation,
Altera Corporation, Lattice Semiconductor Corporation and Xilinx Corporation. Actel and Lattice also
resell a version of our Synplify product. These reselling relationships provide a strong endorsement of
our products, expand our sales channels and serve to introduce our products to a large number of
potential customers. Synplicity also has a reselling relationship with Cadence Design Systems. The
reselling relationships genecrated 8% of our total revenue in 2007, 8% of our total revenue in 2006 and
7% of our total revenue in 2005.

Research and development

We believe that strong product development capabilities are essential to our strategy of enhanci'ngr
our core technology, developing additional applications and increasing the competitiveness of our
product offerings. We have invested significant time and resources in creating a structured process for
undertaking all product development projects. This process involves key functional groups within our
company and is designed to provide a framework for defining and addressing the steps required to
bring product concepts and development projects to market successfully. Our product development
strategy emphasizes rapid innovation and frequent and continued product releases. In 2007 we
continued building our development teams in Bangalore, India and Ankara, Turkey as a way to lower
our operating costs and in Lund, Sweden as a result of the acquisition of HARDI. These three sites
accounted for 41% of the total research and development headcount as of December 31, 2007.

We actively recruit key computer engineers and software developers with expertise and degrees in
computer science, electrical engincering and other engineering disciplines. As of December 31, 2007,
we had 182 employees engaged in research and development activities and related customer support
services. Our research and development expenses were $24.8 million in 2007, $23.4 million in 2006 and
$24.3 million in 2005. : o

Intellectual Property

Our software products rely on our internally developed intellectual property and other proprictary
rights. We rely primarily on a combination of patent, copyright, trademark and trade secret laws,
confidentiality procedures and contractual provisions to protect our intellectual property and other
proprictary rights. We believe that these measures afford only limited protection. We have filed a
number of patent applicatiens and to ddte have been issued or allowed 53 patents that expire 20 years
from their filing dates, the first of which expires in 2018. We license our software products primarily
under shrink wrap licenses that are included as part of the product packaging. Shrink wrap licenses are
not negotiated with or signed by individual customers, and purport to take effect upon the opening of
the product package or use of the software license key. The legal enforceability of shrink wrap licenses
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is uncertain in many jurisdictions. We also enter into confidentiality agreements with our employees
and technical consultants. Despite our efforts to protect our proprietary rights, unauthorized parties
' may attempt to copy aspects of our products or obtain and use information that we regard as
proprietary. Policing unauthortized use of our products is difficult and we are unable to determine the
extent to which piracy of our software products exists. In addition, the laws of some foreign countries
do not protect our proprietary rights as fully as do the laws of the United States. )

i' We are not aware that our products employ technologies that infringe any valid proprietary rights

of third parties. We expect that software product developers will increasingly be subject to infringement
claims as the number of products and competitors in our industry segment grows and the functionality
of products in different industry segments overlaps. From time to time third parties have claimed that
our products violate their proprietary rights but none of these claims has resulted in litigation or
material expense. Any infringement claims, with or without merit, could:

* be time-consuming to defend;
» result in costly litigation or damage awards;
« divert management’s attention and resources;

« cause product shipment delays; or

* require us to enter into royalty or licensing agreements.

These royalty or licensing agreements may not be available on terms acceptable to us, if at all.

Competition

We conduct business in the EDA market that is intensely competitive and rapidly evolving. We
face competition from EDA companies that provide software and systems products and product suites
to perform a variety of design and verification functions for all types of semiconductors and from
FPGA manufactures that provide free or low cost software products that compete with our own. We
have experienced and expect to continue to experience increased competition from competitors, many
of which have significant financial, technical, marketing and other resources and who aggressively offer
enterprise-wide annualized subscription model access of product and product suite licenses. Companies
offering competitive products vary in scope and breadth. Our competitors include: '

« Semiconductor manufacturers, such as Altera and Xilinx, who develop and market their own
synthesis products and other tools and offer them at low cost;

1

« EDA providers of general purpose synthesis products such as Mentor Graphics Corporati(-)n,

* Systems providers of ASIC verification solutions, including providers of competitive board
products such as ProDesign, Eve and Dini, and '

« EDA providers of software product suites that include design and verification products such as '
Cadence, Mentor Graphics and Synopsys. . -

We believe the principal factors that attract customers to semiconductor design and verification
products, including logic synthesis, physical synthesis and verification solutions, include: )
* high overall quality of implementation results; ‘

» ability to target different semiconductor parts from the same specification;
» short product‘ run time;
» ease of Iearni'ng and use;

« depth and breadth of product features;

i3
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* flexibility in prototype development;

* high quality worldwide customer support;
* frequency of product updates;

* conformity with industry standards; and
* competitive pricing,

We believe that we compete favorably on these factors. However, we expect competition in the
EDA market to continue as new companies enter the market and current competitors focus on their
product lines and services. Many of these competitors are likely to enjoy substantial competitive
advantages, including greater resources that can be devoted to the development, promotion and sale of
their products. In addition, these competitors may have more established sales channels, greater
software development experience and/or greater name recognition.

Employees

As of December 31, 2007, we had 328 employees, of whom 182 were engaged in research and
development and related customer support services, 96 in sales, 17 in marketing and 33 in finance,
administration and operations. With the exception of our employees in France, none of our employees
is represented by a labor union. We have not experienced any work stoppages and consider our
relations with our employees to be good.

Executive Officers

Our officers and their ages as of December 31, 2007 are as follows:

Name A_‘f. ' Office held Since

Gary Meyers . ....... 43 Chief Executive Officer, President, Director August 2004

Kenneth S, McElvain .. 48 Chief Technology Officer, Vice President and November 1995
Director

Alisa Yaffa .......... 44 Chairwoman of the Board of Directors, March 1997

Vice President of Intellectual Property and October 1998

Secretary

John J. Hanlon . . ... .. 59  Senior Vice President and Chief Financial Officer October 2005

Andrew Dauman ..... 45  Senior Vice President of Worldwide Engineering September 2005

Andrew Haines ...... 58 Senior Vice President of Marketing September 2005

James Lovas. ........ 47  Vice President of Worldwide Sales January 2006

Gary Meyers was promoted to President and Chief Operating Officer in August 2004 and in
October 2004 assumed the role of Chief Executive Officer. Mr. Meyers served as our Vice President of
Worldwide Sales from November 1999 to October 2004 and was Vice President of North American
Sales from January 1999 to November 1999. Mr. Meyers joined Synplicity in January 1998 as Western
Area Sales Manager. From 1988 through 1997, Mr. Meyers served in various senior sales and
marketing roles at LSI Logic, a semiconductor company, including from 1996 to 1997 as Director of
Marketing of the Communications Products Division, and from 1994 to 1996 as Major Account Sales
Manager. Mr. Meyers holds a Bachelor of Science degree in Electrical Engineering, where he
graduated Summa Cum Laude, from the University of Maryland and a Masters of Business
Administration degree from the University of California at Los Angeles.
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Kenneth S. McElvain, one of our co-founders, has served as our Chief Technology Officer, Vice
President and Director since inception. Mr. McElvain also served as our President from our inception
to January 1996, and our Chief Executive Officer from January 1996 to July 1997. From March 1990 to
January 1994, Mr. McElvain was a Manager of the logic and timing optimization group and Chief
Architect of the AutoLogic logic synthesis product at Mentor Graphics, a semiconductor design
software company. To date, Mr. McElvain has been issued or allowed 33 patents. Mr. McElvain holds a
Bachelor of Arts degree in Mathematics and a Bachelor of Science degree in Computer Science from
Washington State University.

Alisa Yaffa, one of our co-founders, has served as our Chairwoman of the Board of Directors, Vice
President of Intellectual Property and Secretary since March 1997, October 1998 and our inception,
respectively. Ms. Yaffa also served as our Chief Executive Officer from our inception to January 1996
and our President from January 1996 to July 1997. From inception to October 1998, Ms. Yaffa served
as our Chief Financial Officer. Prior to co-founding-our company, Ms. Yaffa served in various technical
and marketing roles at Cadence, Mentor Graphics, EDA Systems, Inc. and VLSI Technology, Inc.

Ms. Yaffa holds a Bachelor of Arts degree in Applied Mathematics and Computer Science from
University of California at Berkeley.

Kenneth S. McElvain and Alisa Yaffa are married.

John J. Hanlon joined Synplicity as Senior Vice President of Finance, and Chief Financial Officer
in October 2005. Mr. Hanlon served as Executive Vice, President and Chief Financial Officer at
Accelrys, Inc./Pharmacopeia, Inc. from June 2002 to January 2005. From August 2000 to March 2002,
Mr. Hanlon was Chief Financial Officer at DCTI. From September 1988 to May 2000, Mr. Hanlon was
Senior Vice President and Chief Financial Officer, at Personic Software. Previously, Mr. Hanlon was
Senior Vice President, Chief Financial Officer and Treasurer, at MDL Information Systems for 10 years
and also spent 9 years in public accounting at Coopers & Lybrand, LLF. Mr. Hanlon holds a Bachelor
of Science degree in Accounting from California State University, Hayward, and is a Certified Public
Accountant.

Andrew Dauman was promoted to Senior Vice President of Worldwide Engineering, in September
2005. In this role Mr. Dauman oversees our global engineering team to ensure continuous guality
improvements. Mr. Dauman joined Synplicity in August 1994 as our third employee and scrved as Vice
President, Worldwide Engineering between May 2005 and September 2005. Mr. Dauman also held
various positions from CAE Manger to Vice President of Corporate Applications Engineering from
June 1996 to May 2005. Prior to joining Synplicity, Mr. Daumnan was a member of the’ AutoLogic ASIC
synthesis team at Mentor Graphics Corporation. Before Mentor Graphics, Mr. Dauman worked as a
CPU designer at Prime Computer, Inc. and Raytheon Company. Mr. Dauman holds a Bachelor of
Science degree in Electrical Engineering from Boston University.

Andrew Haines was promoted to Senior Vice President of Marketing in September 2005.
Mr. Haines re-joined Synplicity as Vice President of Marketing in September 2004. Mr. Haines served
as Vice President of Operations of Catalytic Inc. from January 2004 to September 2004 and Senior
Vice President of Marketing of ARC International from October 2002 to October 2003. Mr. Haines
originally joined us in November 1996 as our Vice President of Marketing and remained in that
capacity until September 2002, when he departed to pursue interests in the semiconductor intellectual
property industry. Before joining Synplicity in 1996, Mr. Haines was President and founder of Page Mill
Marketing. Mr. Haines holds a Bachelor of Science in Physics from the University of Wisconsin. '

James Lovas joined Synplicity in 1999 and has served as Vice President, Worldwide Sales since
January 2006. In this role, Mr. Lovas’ responsibilities include managing worldwide sales team, achieving
our worldwide sales objective, continuing our successful ‘penetration into the ASIC verification and DSP
markets, and expanding our leading market share position in FPGA synthesis. Mr. Lovas also held
various positions from Senior Account Manager to Vice President North American Sales from January
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1999 to October 2004. Prior to joining Synplicity, Mr. Lovas was the Eastern Area Director at Summit
Design, and also held Senior Sales and AE Manager positions at Zycad Corporation. Mr. Lovas began
his career as an ASIC designer at ITT Avionics. Mr. Lovas holds a BSEE from the New Jersey
Institute of Technology, where he graduated Summa Cum Laude, and an MSCS from the Steven’s
Institute of Technology.

ITEM 1A. RISK FACTORS
Factors Affecting Future Operating Results

Risks Relating to Business

We have relied and expect to continue to rely on sales of our Synplify Pro and Synplify Premier
products for a substantial portion of our revenue and a decline in sales of these products could cause
our revenue to decline.

Historically, we have derived a significant majority of our revenue from the sale of our Synplify
Pro product. Beginning in 2006, we have relied on Synplify Premier for a substantial portion of our
revenue. Due to our exit from the ASIC markets in 2006, our dependence on Synplify Pro and Synplify
Premier has increased. Total revenue from our Synplify Pro and Synplify Premier products accounted
for 59%, 61% and 52% of our total revenue in 2007, 2006 and 2005, respectively. We expect that
revenue from these products will continue to account for a significant share of our revenue for at least
the next 12 months. Any factors which adversely affect the pricing of, or demand for, our Synplify Pro
and Synplify Premier products could cause our revenue to decline and our business to suffer. Factors
that may affect sales of our Synplify Pro and Synplify Premier products, some of which are beyond our
control, include the following:

* overall market conditions, including an economic downturn in both domestic and foreign
markets;

* performance, quality and total cost of our software products relative to other logic synthesis
products for FPGAs, including those offered at little or no cost by FPGA manufacturers;

* quality and performance of our sales teams in individual geographic locations;

* growth, changing technological requirements and degree of competition in the programmable
semiconductor market, particularly with respect to FPGAs; and

* maintenance and enhancement of our existing relationships with leading manufacturers of
FPGAs, who may provide us advance information or detailed data about their FPGAs and
software.

Our revenue counld decline substantially if our existing customers do not continue to purchase
additional licenses or renew their term licenses, time-based licenses and maintenance contracts with
us, or if existing resale agreements with FPGA manufacturers are canceled.

We rely on sales of additional licenses to our existing customers, as well as the renewal of term
licenses, time-based licenses and annual maintenance contracts. Additional license sales to our existing
customers represented 85%, 82% and 79% of our sales in 2007, 2006 and 2005, respectively. If we fail
to sell additional licenses for our products to our existing customers, we would experience a material
decline in revenue. Even if we are successful in selling our products to new customers, the level of our
revenue could be harmed if our existing customers do not continue to purchase a substantial number of
additional licenses from us or fail to renew their term licenses, time-based licenses or maintenance
contracts. Qur success in generating revenue from existing customers is dependent on maintaining our
relationships with those customers as well as their increased need for and usage of our products. In the
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past, we have experienced lower renewal rates for reasons including, but not limited to, customers’
business conditions or budget restrictions. If we were to again experience lower maintenance renewal
rates, our maintenance revenue could decrease.

We have agreements with certain FPGA manufacturers to resell a version of our products. Some
of these agreements allow for cancellation with a notice period. Revenue recognized from these
agreements generated 8% of our revenue in 2007, 8% of our revenue in 2006 and 7% of our revenue
in 2005. If these agreements were canceled or not renewed, our revenue could decline.

We have been experiencing and may continue to experience increased competition as a result of FPGA
manufacturers competing in the design software market or investing in emerging software companies.

FPGA manufacturers currently compete in the FPGA design software market by licensing their
own synthesis products at little or no cost and/or by distributing our competitors’ products. For
example, both Altera and Xilinx provide synthesis products that are competitive with our Synplify,
Synplify Pro and Synplify Premier products and that may adversely impact the price and market for our
FPGA synthesis products and harm our business and financial prospects. FPGA manufacturers may
also choose to assist, through financial, equity investment or other support, emerging EDA software
companies whose products could compete with or outperform ours. An increase in the number of our
competitors or the quality and availability of competing products could reduce the value of our
products in the market place and adversely affect our business. In particular, a greater improvement in
the quality of results of vendor supplied synthesis tools compared to our tools may result in reduced
demand for our products.

We depend on our marketing, product development and sales relationships with leading FPGA
manufacturers, and if these relationships suffer, we may have difficulty introducing and selling our
FPGA synthesis products and our revenue could decline.

We believe that our success in maintaining acceptance in the FPGA market depends in part on our
ability to maintain or further develop our strategic marketing, product development and sales
relationships with leading FPGA manufacturers, including Altera and Xilinx. We believe our
relationships with leading FPGA manufacturers are important in validating our technology, facilitating
broad market acceptance of our FPGA synthesis products and enhancing our sales, marketing and
distribution capabilities. For example, we attempt to coordinate our product offerings with future
releases of Altera’s and Xilinx’s FPGA components and software. If we are unable to maintain or
enhance our existing relationships with major FPGA vendors, we may have difficulty selling our FPGA
synthesis products or we may not be able to introduce products on a timely basis that capitalize on new
FPGA component characteristics or software feature enhancements.

Our systems business is dependent on the continued demand for ASIC design opportunities.

Our HAPS systems are designed to reduce the long development time, high costs and substantial
failure rate associated with the design of ASICs. Without continued demand for ASICs for use in
electronic systems, or in the event that the time and costs associated with ASIC design are reduced, our
products may become obsolete or uncompetitive, which could materially adversely affect our business.

. We depend on contract manufacturing of our HAPS systems which affects our capacity and inventory.

We rely on third party subcontractors to manufacture our HAPS products. We do not have
long-term contractual arrangements with these subcontractors. Qur reliance on third parties subjects us
to risks such as reduced control over delivery schedules and quality, a potential lack of adequate
capacity during periods when demand is high and potential increases in product costs due to factors
outside our control such as capacity shortages and pricing changes. Our outsourcing model could lead
to delays in product deliveries, lost sales and increased costs which could harm our relationships with
our customers result in lower operating results.
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Our reliance on third party sub-contractors could affect our ability to build inventory quickly which
could lead to variations in earnings as we sell our systems products through our sales channels. We may
forecast incorrectly and produce excess or insufficient inventories of particular products, which may
adversely affect our results of operations.

If we fail to effectively manage the procurement of components for our HAPS systems it could have a
material adverse impact on our systems business.

The success of our HAPS products depends on our ability to procure systems components on a
timely basis from a limited number of suppliers, assemble and ship systems on a timely basis with
appropriate quality control, develop distribution and shipment processes, manage inventory and related
obsolescence issues and develop processes to deliver customer support for systems. Our inability to be
successful in any of the foregoing could materially adversely impact us.

We generally commit 1o purchase component parts from suppliers based on sales forecasts of our
HAPS products. If we cannot change or be released from these non-cancelable purchase commitments,
and if orders for our products do not materialize, we could incur significant costs related to the
purchase of excess components which could become obsolete before we can use them. Additionally, a
delay in production of the components could materially adversely impact our operating results.

We may not be able to realize the anticipated benefits from our acquisition of HARDL

We acquired HARDI with the expectation that it would enable us 1o complement our software
products and increase revenue. However, the acquisition of HARDI involves the integration of two
companies that previously operated independently. The acquisition poses a number of risks including:

* increased fixed costs and cost of revenue associated with the manufacture and sales of combined
systems and software systems;

* our inexperience selling combined systems and software systems through our traditional software
sales channels;

» inability to demonstrate to our customers that the acquisition will not adversely affect our ability
to address their needs;

* failure to coordinate independent research and development teams across technologies and
product platforms;

* difficulty in designing and implementing effective internal control over financial reporting for the
combined operations;

* differences in existing internal controls over financial reporting of HARDI that could result in
weaknesses that require remediation when the our existing systems and HARDI’s systems are
combined;

* diversion of management resources in overseeing a remote business in Sweden;

* the consequences of our potential loss of key employees; -

* the consequences of our potential loss of distributors; and

* the risk of foreign currency exchange rate movements as we build our products in Sweden.

If we do not successfully manage these issues and other challenges inherent in integrating complex
businesses, then we may not achieve the anticipated benefits of the acquisition and our revenues,
expenses, operating results and financial condition could be materially adversely affected.
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The HARDI acquisition may impair our existing relationships.

The HARDI acquisition could impair certain of our business relationships. Customers and
suppliers could decide to terminate or cancel their existing arrangements, or fail to renew those
arrangements, as a result of the acquisition. Other board manufacturers may refuse to work with us and
may establish in the future, cooperative relationships among themselves or with third parties to increase
their ability to address the needs of our prospective customers.

We may not succeed in developing, marketing, and selling new or enhanced commercially acceptable
FPGA implementation, ASIC verification and ESL products, and our eperating results may decline as
a result.

We develop FPGA implementation, ASIC verification and ESL products that leverage our core
capabilities. Customizing products and developing new features for existing products that meet the
needs of electronic product designers require significant investments in research and development. If
we fail to continue to introduce customized products or enhanced versions of existing products that are
commercially acceptable in a timely and cost-effective manner, our business could be negatively
affected. Growing competition, technological changes and other market factors that negatively affect
the demand for FPGAs and ASICs could also adversely affect our revenue. Our future growth and
profitability will depend in large part on our ability to gain market acceptance of our products outside
of our Synplify Pro product. We cannot be certain that our newer products, or other new markets, or
our acquired products, will be successful. If customers do not widely adopt such products, our operating
results could decline.

Our sales and operating results have in the past been, and may in the future be, negatively impacted
by deteriorating economic conditions in the United States and other major countries in which we
operate.

Although revenue has increased in our United States operations in 2006 and 2007, we have in the
past experienced negative effects from economic downturns in the United States and other countries.
In.2004, customers tightly controlled spending and reduced or delayed purchase orders. Industry
slowdowns could reemerge, and may, extend to other geographic areas.

Our revenue may decline if other vendors’ products are no longer compatible with ours or other
vendors bundle their products with those of our competitors and sell them at lower prices.

Our ability to selt our products depends in part on the compatibility of our products with other
vendors’ semiconductor design software and verification products. These vendors may change their
products so that they will no longer be compatible with our products or may restrict our access to their -
products, either physically or economically. Some vendors already bundle their products with other
FPGA implementation, ASIC verification or ESL products and sell the bundle at lower prices, and
more vendors may do so in the future. As a result, any of these factors may negatively affect our ability
to offer commercially viable or competitive products or may reduce sales of, or increase costs for, our
products. :

In addition, our competitors have acquired, and may continue to acquire in the future, systems
companies that may enhance their market offerings. Accordingly, new competitors or alliances among
competitors may emerge and rapidly acquire significant market share. As a result, our competitors may
be able to adapt more quickly than us to new or emerging technologies and changes in customer
requirements and may be able to devote greater resources to the promotion and sale of their products.
Our failure to adapt to changing market conditions and to compete successfully with established or new
competitors would harm our business, financial condition and results of operations.
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Our revenue could be reduced if larger semiconductor design software companies make acquisitions in
order to merge their extensive distribution capabilities with our competitors’ products.

Larger semiconductor design software vendors, such as Cadence, Mentor Graphics and Magma,
may acquire or establish cooperative relationships with other companies that may offer or develop
competitive products. Because larger semiconductor design software vendors have significant financial
and organizational resources, they may be able to further penetrate the logic synthesis, physical
synthesis or verification markets by leveraging the technclogy and expertise of smaller companies and
utilizing their own extensive distribution channels. We expect that the semiconductor design software
product industry will continue to conselidate. It is possible that new competitors or alliances among
competitors may emerge and rapidly acquire significant market share, which would harm our business
and financial prospects.

If we fail to compete successfully with existing competitors or new competitors in the FPGA
prototyping board market, our business could be harmed.

The FPGA prototyping board market is competitive and fragmented. We compete primarily with
internal design groups of semiconductor companies and original equipment manufacturers (“OEMs”)
and with independent merchant board companies and emulation product companies. Growth in the
FPGA prototyping board market will require semiconductor companies and OEMs to transition from
internally designed prototype boards to merchant board solutions. If such companies decide to continue
to custom develop prototype boards for cost or other reasons we may have more difficulty obtaining
new customers and increasing our market share.

A number of companies provide merchant prototyping boards which can put pressure on us to
reduce the prices of our products. Our competitors may offer discounts on certain products or partner
with other design software companies or FPGA manufacturers to bundle software and systems products
for promotional purposes or as a long-term pricing strategy. These practices could, over time,
significantly constrain the prices that we can charge for our products. If we cannot offset price
reductions with a corresponding increase in the number of sales or with lower spending, then the

reduced revenues resulting from lower prices could have an adverse effect on our results of operations.

Significant errors in our products or the failure of our products to conform to specifications could
result in our customers demanding refunds from us or asserting claims for damages against us.

Because our logic synthesis, physical synthesis and verification products are complex, our products
could fail to perform as anticipated or produce semiconductors that contain errors which go undetected
at any point in the customers’ design cycle. While we continually test our products for errors and work
with users through our customer support service organization to identify and correct errors in our
software and other product problems, errors in our products may be found in the future. Although a
number of these errors may prove to be immaterial, many of these errors could be significant. The
detection of any significant errors may result in:

* the loss_of or delay in market acceptance and sales of our products;

* delays in shipping dates for our products;

+ diversion of development resources from new products to fix errors in existing products;
* damage to our reputation;

* costs of corrective actions or returns of defective products;

* reduction in rates of maintenance renewals; and

product liability claims or damage awards.
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We warrant that our products will operate in accordance with certain specifications. If our products
fail to conform to these specifications, customers could demand a refund for the purchase price or
assert and collect on claims for damages. Although we maintain general business insurance, our
coverage does not extend to product liability claims and we cannot assure that our resources would be
sufficient to pay a damages award if one were to arise. ‘

Moreover, because our products are used in connection with other vendors’ products that are used
to design complex FPGAs and ASICs, significant liability claims may be asserted against us if our
products do not work properly, individually or with other vendors’ products. Our agreements with
customers typically contain provisions intended to limit our exposure to liability claims. However, these
limitations may not preclude all potential claims and we do not insure against such liabilities.
Regardless of their merit, liability claims could require us 1o spend significant time and money in
litigation and divert management’s attention from other business pursuits. If successful, a product
liability claim could require us to pay significant damages. Any claim, whether or not successful, could
seriously damage our reputation and our business. .

We may not be able to preserve the value of our products’ intellectual property rights and other
vendors could challenge our intellectual property rights.

Our products are differentiated from those of our competitors by our internally developed
technology that is incorporated into our products. If we fail to protect our intellectual property rights,
other vendors could sell logic synthesis, physical synthesis or verification products with features similar
to ours, which could reduce demand for our products. We protect our intellectual property rights
through a combination of patents, copyright, trade secret and trademark laws. We have filed a number
of patent applications and as of December 31, 2007 had issued or allowed 53 patents, most of which
are U.S. patents. We generally enter into confidentiality or license agreements with our employees,
consultants and corporate partners, and generally seek to control access to our intellectual property
rights and the distribution of our FPGA implementation, ASIC verification and ESL products,
documentation and other proprictary information. However, we believe that these measures afford only
limited protection. There is the possibility that the validity of some of our patents may be challenged in
the future. Others may develop technologies that are similar or superior to our technology or design
around the copyrights and trade secrets we own. Despite our efforts to protect our proprietary rights,
unauthorized parties may attempt to copy or otherwise improperly obtain and use our products or
technology. Policing unauthorized use of our products is difficult and expensive, and we cannot be
certain that the steps we have taken will prevent misappropriation of our technology, particularly in
foreign countries where the laws may not protect our proprietary rights as fully as those in the United
States. For example, with respect to our sales and support operations in India, Indian laws do not
protect proprietary rights to the same extent as the United States, and Indian statutory law does not
protect service marks. Our means of protecting our proprietary rights may be inadequate.

We are subject to export control regulations that could restrict our ability to increase our revenue and
may adversely affect our business.

Our systems are shipped from Sweden and are subject to Swedish export control laws and other
foreign laws and regulations and our software is subject to U.S. export control requirements. In either
case we may be required to obtain export licenses before we can export certain products or technology
to specified countries. These export control laws, and possible changes to current laws, regulations and
policies, could restrict our ability to sell products to customers in certain countries or give rise 10 delays
or expenses in obtaining appropriate export licenses. Although we have not had any significant
difficulty complying with such regulations so far, any significant future difficulty in complying could
harm our business, operating results or financial condition, i
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We may not be successful in integrating the businesses or technologies that we may acquire, or the
expected benefits may not be realized as projected.

We may make additional acquisifions in the future as a part of our efforts to increase revenue and
expand our product offerings. In addition to added direct costs, acquisitions pose a number of risks,
including;

* integration of the acquired products and employees into our business;

* integration of sales channels and training of our sales force for new product offerings;

» failure to realize expected synergies;

* failure of acquired products to achieve projected sales,

. assumptlon of unknown liabilities; and '

* failure to understand and compete effectlvely in markets in which we have limited experience.

While we make efforts to analyze acquisition candidates carefully, we cannot be certain that any
completed acquisitions will positively impact our business. Future acqunsltlons could also subject us to
significant asset impairment or restructuring charges

We rely on the services of key personnel, particularly those in our engineering and sales organizations
whose knowledge of our business and technical expertise would be difficult to replace, and turnover or
other personnel issues in those organizations could negatively impact our revenue,

Our products and technologies are complex and we rely on experienced and knowledgeable
research and development and sales personnel. We depend substantially on the continued service of
Gary Meyers, our President and Chief Executive Officer, and Kenneth S. McElvain, our Chief
Technology Officer, Vice President and a founder. We also depend on our sales personnel, particularly
in certain areas of Europe and Asia where we employ a relatively small sales team. For example, in
2004 we experienced weakness in certain of our Asian sales locations due to turnover within our Asia
sales force. There are a limited number of qualified people with the technical skills and understanding
of FPGAs andfor EDA software necessary for our business.

Other risks

QOur operating results would suffer if we were subject to a protracted infringement claim or a
significant damage award. .

Although we have not been subject to infringement litigation in the past, substantial litigation and
threats of litigation regarding intellectual property rights exist in our industry. We expect that Jogic
synthesis, physical synthesis and verification products may be increasingly subject to third-party
infringement claims as the number of competitors in our industry segment grows and the functionality
of products in different industry segments overlaps. We are not aware that our products employ
technology that infringes any valid proprietary rights of third parties. However, third parties may claim
that we infringe their intellectual property rights. Any claims, with or without merit, could:

» result in costly litigation and/or damage awards;
* be time consuming to defend,

* divert our management’s attention and resources;
« cause product shipment delays; and

* require us to seek to enter into royalty or licensing agreements.




These royalty or licensing agreements may not be available on terms acceptable to us, if at all. A
successful claim of product infringement against us or our failure to license the infringed or similar
technology could adversely affect our business because we would not be able to sell the impacted
product without exposing ourselves to litigation risk and damages. Furthermore, redevelopment of the
product so as to avoid infringement would cause us to incur significant additional expense. Although we
maintain general business insurance, it does not cover infringement claims. We would be required to
pay any damages and legal expenses from a successful claim ourselves. In addition, because we also
provide standard warranties against and indemnification for the potential infringement of third party
intellectual property rights to our customers, we would be financially exposed to satlsfy these
obligations to our customers.

As we continue to expand our international operations, including our acquired operations in Sweden,
we are subject to additional risks and exposures, including economic conditions in foreign locations,
foreign exchange rate fluctuations, political and regulatery conditions and other risks.

Customers outside North America accounted for approximately 41%, 44% and 43% of our total
revenue in 2007, 2006 and 2005, respectively. Although international revenue has grown over the last
few years, we experienced effects of the economic downturns, a return of such economic conditions, an
avian flu outbreak or pandemic or an extension of such conditions to other international locations,
would adversely impact our business.

We have offices in the United Kingdom, France, Germany, the Nether]ands Sweden, Israel, India,
Finland, Japan, Korea, Taiwan, the People’s Republic of China and Turkey. We also rely on indirect
sales in some areas of Asia, Europe and elsewhere. Our sales contracts generally provide for payment
for our products in U.S. dollars. However, direct sales to our customers in Japan are in yen and we
expect all such future sales there will be denominated in yen. Our ASIC verification systems are built in
Sweden where our costs of inventory are paid in the Krona. Our expenses incurred in foreign locations
are generally denominated in the respective local currency, and as a result, our future revenue and
expense levels from international operations may be unpredictable due to exchange rate fluctuations.
Our international operations may be subject to other risks, including:

» relatively higher personnel and operating costs which may not result in additional revenue;

* revenue may not be sufficient to cover the expenses associated with establishing a new .or
expanded international location;

+ the impact of local economic conditions, such as interest rate increases or inflation, which may
lead to higher cost of capital and lower demand for products;

» greater difficulty in accounts receivable collection and longer collection periods;

* unexpected changes in regulatory requirements, including increased tariffs, government
ownership of communications systems or laws relating to use of and sales over the internet;

« difficulties and costs of staffing and managing foreign operations;
» reduced protection for intellectual property rights in some countries;

» potentially adverse tax consequences, including taxes due on the exercise of stock options or
purchase of shares under employee plans by foreign employees and the impact of expiry of tax
holidays or applicability of withholding or value added taxes;

* foreign currency fluctuations; and

* the impact of epidemic situations such as the SARS epidemic that occurred in 2003.
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Modifications to our effective tax rates or government reviews of our tax returns could affect our
results of operations.

We are subject to income and transaction taxes in the United Statés and in multiple foreign
locations. Determining our worldwide provision for income taxes involves judgment and estimates and
we cannot be certain that subsequent adjustments might be needed should updated information become
available,

Our annual effective tax rate is calculated on the basis of our level of profitability and includes
itemns such as the usage of tax credits that result in a federal and state tax provision combined with
income taxes on earnings of certain foreign subsidiaries. Our annual effective tax rate may also be
impacted due to the adoption of Statement of Financial Accounting Standards No. 123R, Share Based
Payments (*‘SFAS 123R”) by the amount of foreign stock option expense that may not be deductible in
the foreign jurisdictions and expenses related to the issuance to US employees for our employee stock
purchase plan and incentive stock options. Also, SFAS 123R requires the tax benefit of stock option
deductions relating to our employee stock purchase plan and incentive stock options be recorded in the
period of disqualifying disposition. This could result in significant fluctuations in our effective tax rate
between accounting periods. We have been subject to tax audits in the past including income, sales and
property tax audits, and may be subject to additional domestic and international tax audits in the
future. Although we believe our tax calculations are reasonable, we cannot be certain that the results of
any audit will not require any adjustments to our historical income tax provisions and accruals. If
additional taxes are assessed during an audit, our operating results or financial position could be
materially affected. As credits expire, our effective income tax rate will increase significantly. The-
resulting decline in our profitability could negatively impact the market price of our common stock. At
the end of 2007 we assessed our deferred tax assets and determined that it was more likely than not
that we would be able to realize approximately $9.8 million of deferred tax assets based upon our
forecast of future taxable income and other relevant factors. In the event deferred tax assets can not be
realized based on the forecast of future taxable income, our effective tax rate would be negatively
impacted.

Corporate governance regulations have recently increased our costs and may further increase our
costs.

Changes in laws and regulations affecting public companies, including the provisions of the
Sarbanes-Oxley Act of 2002, have imposed new requirements on us and on our officers, directors,
attorneys and independent accountants. In order to comply with these new rules, we have added
internal resources and have utilized additional outside legal, accounting and advisory services, which
have increased and are likely to continue increasing our operating expenses. In particular, we expect to
incur additional administrative expenses as we maintain compliance with Section 404 of the Sarbanes-
Oxley Act, which requires management to report on, and our Independent Registered Public
Accounting Firm to attest to, our internal controls. In addition, if we undergo significant modifications
to our structure through personnel or system changes, acquisitions, or otherwise, it may be increasingly
difficult to maintain compliance with the existing and evolving corporate governance regulations. We
may also face challenges with our review and reporting of the effectiveness of internal controls over
financial reporting due to changes in materiality thresholds, interpretive literature and other procedures
in future reviews.
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Risks Relating to an Investment in Our Common Stock

Our quarterly operating results and stock priée may fluctuate becabse our ability to accurately forecast
our quarterly sales is limited, our costs are relatively fixed in the short term,

"Our ability to accurately forecast quarterly sales is limited, which makes it difficult to predict the
quarterly revenue that we will recognize. In addition, the time required to initiate and complete a sale
for our FPGA products is relatively short, and our ability to foresee and react to changes in customer
demand for our products may be limited and therefore inaccurate. Most of our costs are for personnel
and facilities, which are relatively fixed in the short term. If we have a shortfall in revenue in relation
to our expectations, we may be unable to reduce our expenses quickly to avoid lower quarterly
operating results. Consequently, our quarterly operating results could fluctuate, and the fluctuations
could adversely affect the market price of our common stock.

In the past, we experienced losses and may experience losses in the future, which could result in a
decline in thé market price of our common stock. .

Although we had net income of $13.1 million,$3.2 million and $6.6 million in 2007, 2006 and 2005,
respectively, we have had significant net losses in the past, including a net losses of $377,000 and
$3.3 million in 2003 and 2002, respectively. We expect to continue to incur significant levels of
operating expenses. Since the majority of our expenses are salaries and related benefits, our ability to
offset a revenue shortfall is limited. If revenue does not increase or declines, we may not be able to
manage our costs in time to achieve profitability for the applicable period involved. If we are not
profitable, the market price of our common stock may decline, perhaps substantially.

Our expenses may increase in the next 12 months as we:

* hire additional employees; '

* increase compensation for existing employees;

* increase marketing efforts; and

*+ maintain compliance with future corporate governance regulations.

Any failure to increase our new product bookings and revenue as we implement our product and
distribution strategies would also harm our ability to achieve or maintain profitability and could
negatively impact the market price of our common stock.

If we experience an increase in the length of our sales cycle, our quarterly operating results could
become more unpredictable and our stock price may decline as a result.

We experience sales cycles, or the time between an initial customer contact and completion of a
sale, of generally two weeks to several months for our FPGA products, depending on the product.
When the economic downturn began in 2001, we experienced an increase in the length of our sales
cycle which has since stabilized. If we experience such an increase in the length of our sales cycle again,
our quarterly operating results could suffer and our stock price could decline as a result. The sales
cycle for our Certify product is substantially longer than that of our FPGA products, which could result
in additional unpredictability of our quarterly revenue. In addition, the timing, performance and quality
of product releases from competitors as well as releases of our own products can cause sales cycles to
increase as customers evaluate the new products.
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Our officers and persons affiliated with our directors hold a substantial portion of our stock and could
reject mergers or other business combinations that shareholders may believe to be desirable.

As of December 31, 2007, our directors, officers and individuals or entities affiliated with our
directors owned 41% of our outstanding common stock as a group. Acting together, these shareholders
would be able to significantly influence all matters that cur shareholders vote upon, including the
election of directors or the rejection of a merger or other business combination that other shareholders
may believe to be desirable.

Our common stock may be subject to substantial price and volume fluctuations due to a number of
factors, many of which will be beyond our control, which may prevent our shareholders from reselling
our common stock at a profit.

The securities markets have experienced significant price and volume fluctuations over recent years
and the market prices of the securities of technology companies have been especially volatile, For
example, our stock had closing prices ranging between a high of $9.80 and a low of $4.96 during the
24 months ended December 31, 2007. This market volatility, as well as current or future environmental,
general economic, market or political conditions including: recent natural disasters in various
geographic areas, pandemics or other large scale health disasters, the war in Iraq, terrorist activity or
other acts of destruction could reduce the market price of our common stock regardless of our
operating performance. Furthermore, because our stock generally trades at relatively low volumes, any
sudden increase in trading volumes can cause significant volatility in the stock price. In addition, cur
operating results could be below the expectations of investment analysts and investors, and in response,
the market price of our common stock could decrease significantly. In the past, companies that have
experienced volatility in the market price of their stock have been the object of securities class action
litigation. If we were the object of securities class action litigation, it could result in substantial costs,
liabilities and a diversion of management’s attention and resources.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Our principal office is located in a leased facility in Sunnyvale, California which houses all of our
marketing, administration and finance employees, the majority of our research and development and
related customer support service employees, and some sales employees. Our Sunnyvale facility lease,
which is approximately 66,212 square feet, was renewed during 2007 for six years. All our offices are
currently leased, expiring through varying dates through 2013, The majority of our office leases are not
more than 12 months in duration. We expect that our current leased facilities will be sufficient for our
needs during 2008. However, we may choose to expand certain existing sales and/or development
offices or establish new ones during the year.

ITEM 3. LEGAL PROCEEDINGS

We are not currently invoived in any material litigation.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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PART 11

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER '
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

PRICE RANGE OF SWPLIC[W COMMON STOCK

Our common stock has been traded on the Nasdaq Global Select Market under the symbol
“SYNP” since October 12, 2000. The following table sets forth for the period indicated the high and
low closing sale prices for our common stock, as reported by the Nasdaq Global Select Market.

High Low
Year Ended December 31, 2007
T AR LU o <3 R $7.00 3$6.02
SeCONd QUAITET . . o v i it ettt e e e e e e e e e e $7.00 $6.19
Third QUAateT . . o . ot e e e e et e e e e e e e e e $7.15 $6.24
FOURth QUaT OT . ot ittt ettt et e e $700 $496
Year Ended December 31, 2006 .
First QUamter . . o« o oot e e e e e e e e e e e ... $9.80 3588
Second QUAITET . . o o v ettt e e e e e e $6.70 $5.85
Third QUATTET - . o ot et e e e e e e e e e e e e e e e e e $6.47 $5.28
Fourth QUarter . o vt vttt ettt e e e e e e e $7.00 $6.22

On December 31, 2007, the last reported sale price of our common stock on the Nasdaq Global
Select Market was $5.80 per share. As of February 29, 2008 there were 75 holders of record of our
common stock.

DIVIDEND POLICY

To date, we have paid no cash dividends on our common stock, and have no current intentions to
do so.

ISSUER PURCHASES OF EQUITY SECURITIES

The following table provides information with respect to purchases we made of our common stock
during the three months ended December 31, 2007 pursuant to our stock repurchase program:

+ Maximum
Approximate
Total Total Number of Dollar Amount
Number of Average  Shares Purchased  May Yet Be Used
Shares  Price Paid as Part of Publicly to Purchase Shares
Purchased per Share Announced Program Under the Program

October 1, 2007 through October 31, 2007. ... ... - ¥ — — 3,482,348

November 1, 2007 through November 30, 2007 . . . . 83,826 574 83,826 3,001,308
December 1, 2007 through December 31, 2007 . ... 219,688 5.75 - 219,688 1,738,648
Total .o e e 303,514 3575 303,514 . 1,738,648

In January 2007, our Board of Directors,approved a new stock repurchase program which
authorized management to spend up to $10.0 million for common stock repurchases in 2007, of which
$8.3 million was used for repurchase of shares during the year. Shares were repurchased in the open
market at times and prices we considered appropriate, ‘ '
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The graph below matches Synplicity, Inc.’s cumulative 5-year total shareholder return on common
stock with the cumulative total returns of the S&P 500 Index and the S&P Information Technology
Index. The graph tracks the performance of a $100 investment in our common stock and in each of the
indices (with the reinvestment of all dividends) from 12/31/2002 to 12/31/2007.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Synplicity, Inc., The S&P 500 Index
And The S&P Information Technology Index

$250 -
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$50 4

$o 1 L L 1 1
12/02 12/03 12/04 12/05 12/06 12/07

—8— Synplicity, Inc. — —A—— S&P 500 - - -Q- - - S&P Information Technology

* $100 invested on 12/31/02 in stock or index-including reinvestment of dividends. Fiscal year ending December 31.

Copyright © 2008, Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. All rights reserved.
www.researchdatagroup.com/S&Phtm

12/03 12/04 12/05 12/06 12007

Synplicity, Inc . . ... .. .. L 207.67 15820 21958 165.61 153.44
S&P 500. . . .. e e 128.68 14269 149.70 173.34 182.87
S&P Information Technology . . .. .......... ... ..... 147.23 15099 15249 16532 192.28

The stock price performance included in this graph is not necessarily indicative of future stock price
performance.

ITEM 6. SELECTED FINANCIAL DATA

The selected consolidated financial data below should be read in conjunction with “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and our consolidated
financial statements and notes thereto. The selected consolidated statements of income data for the
years ended December 31, 2007, 2006, and 2005 and the selected consolidated balance sheet data as of
December 31, 2007 and 2006 are derived from the audited consolidated financial statements included
elsewhere in this Annual Report on Form 10-K. '

28




The selected consolidated statements of income data for the years ended December 31, 2004 and
2003 and the selected consolidated balance sheet data as of December 31, 2005, 2004 and 2003 are
derived from the audited consolidated financial statements that are not included in this Annual Report
on Form 10-K.

The historical results presented below are not necessarily indicative of future performance.

Consolidated Statements of Income Data:

Years Ended December 31,

2007 2006 2005 2004 2003
(in thousands, except per share data)
Revenue:
License and systems . ...................... $ 26,148 $17,880 $19460 $16,863 $18,188
Maintenance. . .. ... vttt i e 27994 27,190 25394 22,867 19,965
Bundled license and services ................. 17,024 17,473 17,081 17,224 11,407
Total revenue .. ..... ... ... ... . it 71,166 62,543 61,935 56,954 49,560
Cost of revenue:
Cost of license and systems . . ................ . 2,672 153 139 112 222
Costof maintenance ..................0.... 1,695 1,641 1,623 2,223 1,941
Cost of bundled license and services ........... 364 457 623 671 456
Amortization of intangible assets .. ............ 1,847 916 890 890 891 ;
Total cost of revenue .. ................... 6,578 3,167 3,275 3,896 3,510
Grossprofit .. ...... ... ... ... .. ... ...... 64,588 59376 58,660 53,058 46,050
Operating expenses:
Research and development .................. 24,797 23,385 24,305 23,539 21,204
Sales and marketing . . ..................... 27,638 25412 22572 21,857 20,790
General and administrative . ... .............. 8,642 8,073 6,350 5,672 4,895
Amortization of intangible assets . .. ........... 669 — — — —
Restructuring charge . . . .................... — 854 — — —
Total operating expenses . ................. 61,746 57,724 53,227 51,068 46,889
Income (loss) from operations . . .............. 2,842 1,652 5,433 1,990 (839)
Other income, net. . ... ... ... 2,417 2,727 1,308 456 497
Income (loss) before income taxes . ............ 5,259 4,379 6,741 2,446 (342)
Income tax provision (benefity ... ............. (7,833) 1,204 187 232 35
Net income (loss) ....................... $ 13,092 $ 3,175 $6554 §$ 2214 § (377)
Net income (loss) per share:
Basic net income (loss) per share.............. $ 049 § 012 § 025 § 0.09 § (0.01)
Shares used in basic per share calculation ....... 26,684 26902 26,480 26,013 25,641
Diluted net income (loss) per share . ... ........ $ 047 $ 011 § 023 § 008 § (0.01)
Shares used in diluted per share calculation ... ... 27,615 27,793 27990 27432 25,641
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Consolidated Balanced Sheet Data:

(in thousands)

Cash, cash equivalents and short-term investments .

Working capital ............. ... ... .. ...
Totalassets. . ............ .. i
Long term obligations, less current portion. . . . ..
Total shareholders’ equity . .................

30

As of December 31,

2007

2006

2005

2004

2003

$ 42,991
$ 39,130
$101,350
$ 315
$ 69,992

$65,397
$52,255
$83,809
$ 89
$58,115

$57,099
$47,312
$76,803
$ —
$53,846

$48,681
$37,460
$66,549
$ —_
$44,848

$45,374
$34,042
$63,187
3 —
$42,051




ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Certain statements in this “Management’s Discussion and Analysis of Financial Condition and Results
of Operations” are forward-looking statements. These statements relate to future events or our future
financial performance and involve known and unknown risks, uncertainties and other factors that may
cause our or our industry’s. actual results, levels of activity, performance or achievements to be materially
different from any future results, levels of activity, performance or achievements expressed or implied by the
forward-looking statements. These risks and other factors include those listed under “Risk Factors” and
elsewhere in this Annual Report on Form 10-K. In some cases, you can identify forward-looking statements
by terminology such as “may,” “will,” “should,” “expects,” “plans,” “anticipates,” “believes,” “estimates,”
“predicts,” “potential,” “continue” or the negative of these terms or other comparable terminology. Forward-
looking statements include, but are not limited to: the statements under “Critical Accounting Estimates”
regarding the consolidated financial statements included in this Annual Report, the statements under
“Revenue Recognition” regarding the recognition of future revenue from the sale of licenses, the sale of time
based licenses and additional allowances for doubtful accounts; the statements under Cost of Revenue; the
statements under Operating expenses regarding future operating expenses; the statements under Income Taxes
regarding federal net operating income (loss) and tax credit carry forwards; the statements under “Liquidity
and Capital Resources” concerning the sufficiency of our available resources to meet cash requirements and
the factors which will determine our future cash requirements; and the statements in “Risk Factors”. These
statements are only predictions. Actual events or results may differ materially. In evaluating these statements,
you should specifically consider various factors, including the risks outlined under “Risk Factors”. These
factors may cause our actual results to differ materially from any forward-looking statement.

e

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we
cannot guarantee future results, levels of activity, performance or achievements. Moreover, neither we nor
any other person assumes responsibility for the accuracy and completeness of these forward-looking
statements. We are under no duty to update any of the forward-looking statements after the date of this
Annual Report on Form 10-K to conform our prior statements to actual results. Moreover, neither we nor
any other person assumnes responsibility for the accuracy and completeness of these statemenis. These
forward-looking statements are made in reliance upon the safe harbor provision of the Private Securities
Litigation Reform Act of 1995.

You shouid read the following discussion and analysis in conjunction with our consolidated financial
statements and the related notes thereto included in this Annual Report on Form 10-K.

Company Overview

We are a leading provider of solutions that enable the rapid and effective design and verification
of integrated circuits used in networking and communications, semiconductor, military and aerospace,
consumer, computer and peripheral, and other electronics systems. We operate in one segment, the
development and sale ‘of our products to these markets. We market and sell our products throughout
the world, principally through our direct sales channel. In some parts of Asia and Europe, we sell
through distributors. Distributor sales have been less than 5% relative to total sales and we expect this
to continue. Additionally, we periodically have provided custom software development services to our
customers or partners. This work typically involves modifications to an existing product negotiated with
the customer.

Our geographic distribution of revenue for the last three years has averaged 57% from North
America, 17% from Europe, 15% from Japan, and 11% from the rest of Asia.
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Acquisition

On June 8, 2007, Synplicity purchased all the outstanding shares of HARDI pursuant to a Stock
Purchase Agreement. Upon completion of the acquisition, all shares of HARDI’s common stock issued
and outstanding immediately prior to the effective date of acquisition was acquired by Synplicity in
exchange for $18.8 million in cash. An additional $5.4 million was set aside in an escrow account 1o be
paid to three of the former shareholders on July 1, 2008 and July 1, 2009, subject to the achievement
of certain revenue objectives during the periods. This cash appears on our balance sheet as restricted
cash. Additionally, we have spent $1.6 million of relating to acquisition costs.

The acquisition was accounted for in accordance with Statement of Financial Accounting Standards
No. 141, Business Combinations (‘‘SFAS 141”) using the purchase method of accounting. Under
purchase accounting, HARDTI’s tangible assets and liabilities and intangible assets were recorded at fair
value resulting in a new carrying basis for those assets and liabilities and resulted in an amount for
goodwill,

Amendment of Stock Options Plan

In March 2007, our Board of Directors amended and approved our 2000 Stock Plan. In May 2007,
our shareholders alse approved the amended Plan. Under this new Plan, we are permitted to award
stock options, restricted stock, restricted stock units, stock appreciation rights, performance units and
performance shares. To date, we have issued only stock options and restricted stock units.

Cur Solutions

Our solutions include FPGA implementation solutions, Confirma solutions, ESL solutions and our
expiring ASIC synthesis solutions. They are described in more detail as follows:

FPGA Implementation Solutions:

Our FPGA Implementation solutions include FPGA logic synthesis and physical synthesis design
tools as well as our RTL debugging tool. Synplify Pro, Synplify Premier and Identify are used in both
FPGA implementation and ASIC verification,

* Synplify and Synplify Pro: In 1995, we introduced Synpiify, our logic synthesis product that
enables customers to implement thejr designs in FPGAs quickly and easily. In May 2000, we
launched Synplify Pro, our advanced FPGA logic synthesis product incorporating improved
productivity features and offering enhanced results.

* Synplify Premier: Introduced in October 2005, Synplify Premier builds upon our innovative
synthesis technology and adds new graph-based physical synthesis and real-time simulator-like
visibility into operating FPGA devices. We invented graph-based physical synthesis to improve
timing closure by means of a single-pass physical synthesis flow for 90nm and below FPGAs.

* Identify: In November 2002, we acquired an RTL debug product from Bridges2Silicon, Inc.
which we introduced under a new Synplicity product name, /dentify. This product allows
engineers to debug their FPGAs directly within their RTL source code during chip operation.

* In 2007, 2006 and 2005, revenue from our FPGA Implementation Solutions accounted for 43%,
47% and 47% of total revenue, respectively.
ASIC Verification Solutions:

Our ASIC verification solutions, collectively called the Confirma Solutions includes software tools
for implementation, prototyping and debugging and the High-Performance ASIC Prototyping System
(HAPS).
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» Synplify Pro and Synplify Premier. ASIC designers frequently use our synthesis tools to implement
ASIC designs into an FPGA for prototyping. For single FPGAs they may use Synplify Pro or
Synplify Premier.

* Certify: In 1999, we introduced Certify, a software product for the verification of ASICs using
prototypes consisting of multiple FPGAs. Qur Cerfify product enables design teams to create
hardware prototypes early in the design process when design changes are easier and less costly.

* HAPS: The HAPS product is a highly flexible and high capacity FPGA-based ASIC prototyping
system that enables high performance functional verification and software development. HAPS
allows ASIC development and verification teams to shorten their design and verification time by
months.

* In 2007, 2006 and 2003, revenue from our Confirma Solutions accounted for 44%, 36% and 33%
of total revenue, respectively.

ESL Solutions:

* Synplify DSF: In July 2004, we introduced Synplify DSP, our first system level synthesis product
created to bridge system level DSP design and analysis and semiconductor hardware design.
Synplify DSP performs high-level DSP optimizations from a Simulink specification.

» Synplify DSF, ASIC Edition: In March 2007, we introduced Synplify DSP, ASIC Edition. This
product performs high-level DSP optimizations from a Simulink specification and targets ASIC
technologies as well as FPGA devices. It rapidly creates technology-independent DSP algorithm
models saving the time previously spent in hand coding.

= In 2007, 2006 and 2005, revenue from our ESL Solutions accounted for 3%, 1% and 1% of total
revenue, respectively.

Structured ASIC and ASIC Synthesis Solutions:

* Synplify ASIC is our logic synthesis product for ASIC designs. Amplify RapidChip, Amplify ISSP
and Amplify Acceldrray are physical synthesis products developed specifically for LSI Logic’s
RapidChip, NEC Electronics’” ISSP and Fujitsu Microelectronics’ AccelArray’s Structured ASIC
architectures, respectively. .

In March 2006, one of our three partners serving the Structured ASIC and ASIC synthesis markets
announced its decision to cease further development of its semiconductor product for which our
software product was designed specifically and exclusively. After this announcement, we evaluated the
impact of this decision and other factors and decided to exit the Structured ASIC and ASIC synthesis
markets (“ASIC products™) and to refocus our efforts on our core competencies in our FPGA synthesis,
ESL synthesis and ASIC verification product lines. As a result, we eliminated certain positions in
engineering and sales and marketing and reassigned various employees, principally in engineering, from
ASIC to other areas where we perceive positive growth opportunities and wrote off capitalized software
development costs related to the ASIC products. We have ceased to offer the ASIC products to
customers while we continue to support existing customers who had previously purchased our products.
We anticipate customer support will be required at a declining rate through the middle of 2008. In
2007, 2006 and 2005, revenue from our Structured ASIC and ASIC synthesis product line accounted for
3%, 7% and 8% of total revenue, respectively. |

Critical Accounting Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles
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generally accepted in the United States, The preparation of these financial statements requires us to
make estimates and judgments that affect the reported amounts of assets, liabilities, revenue, expenses
and related disclosure of contingent assets and liabilities. We base our estimates on historical
experience and on various other assumptions that are believed to be reasonable under the
circurnstances, and we evaluate these estimates on an on-going basis. Actual results may differ from
these estimates under different assumptions or conditions.

Revenue Recognition

We enter into agreements to sell systems, software, services and multiple deliverable arrangements
that include combinations of products and/or services. Additionally, while the majority of our sales
transactions contain standard business terms and conditions, there are some transactions that contain
non-standard business terms and conditions. As a result, significant contract interpretation is sometimes
required to determine the appropriate accounting including:

* whether an arrangement exists;

* how the arrangement consideration should be allocated among the deliverables if there are
multiple deliverables;

* when to recognize revenue on the deliverables; and o
* whether undelivered elements are essential to the functionality of delivered elements.

In addition, our revenue recogmt:on policy requires an assessment as to whether collectibility is
reasonably assured which requires us to evaluate the creditworthiness of our customers. Changes in
judgments on these assumptions and estimates could materially 1mpact the timing of revenue
recognition.

Gooadwill, Intangible Assets and Capitalized Software Costs

In accordance with Statement of Financial Accounting Standards No. 142, Goodwill and Other
Intangible Assets (“SFAS 142”), goodwil! is not amortized but is tested for impairment using a fair value
approach. Goodwill is tested for impairment annually during the fourth quarter as well as whenever
indicators of impairment exist. Our intangible assets are being amortized using the straight-line method
over their estimated useful lives of two to five years.

"In accordance with the provisions of Statement of Financial Accounting Standards No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets (““SFAS 144”), long-lived assets,
including intangible assets and property and equipment, are reviewed for impairment whenever events
or changes in circumstances indicate that their carrying amount may not be recoverable. Recoverability
of a long lived asset other than goodwill is first measured by comparison of its carrying amount to the
expected future undiscounted cash flows that the asset is expected to generate. An impairment charge
is recorded if the carrying amount of the asset exceeds the sum of the expected undiscounted cash
flows. If the carrying amount of the asset exceeds the sum of the expected undiscounted cash flows
then any impairment to be recognized is measured by the amount by which the carrying amount of the
asset exceeds its fair value. Fair value is determined based on discounted cash flows or appraised
values, depending upon the nature-of the assets.

Significant management judgment is required in forecasting future operating results and cash flows
and, should different conditions prevail or judgments be made, material write-downs of net intangible
assets and/or goodwill could occur.

~In accordance with the provisions of Statement of Financial Accounting Standards No. 86,
Accounting for the Costs of Computer Software to Be Sold, Leased, or Otherwise Marketed (“SFAS 867),
at each balance sheet date, our unamortized capitalized software costs are compared to the net
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realizable value of that product. The amounts by which the unamortized capitalized costs exceed the
net realizable value of that asset are written off. Due to our exit from the Structured ASIC and ASIC
synthesis markets in March 2006, we wrote off capitalized software development costs related to our
ASIC products in the amount of $295,000.

Allowance for Doubtful Accounts

We maintain and update quarterly an allowance for doubtful accounts for estimated losses
resulting from the failure of our customers to make required payments. The balance in the allowance
account is comprised of a specific reserve for any particular receivable when collectibility is not
probable and a provision for non-specific accounts based on a specified range of percentages derived
from historical experience applied to the outstanding balance in each aged group. If after pursuing
collection efforts on a specifically reserved receivable, payment is not expected, the receivable is
deemed uncollectible and is written off, Such losses have not been material in any year, however, if the
financial condition of our customers deteriorates, resulting in an impairment of their ability to make
payments, additional allowances may be required. The table in Schedule II, Valuation and Qualifying
Accounts and Reserves of this annual report provides a roll forward of the changes in the allowance for
doubtful accounts. ‘

Valuation Allowance for Deferred Tax Assets

We evaluate the need for a valuation allowance for deferred tax assets in accordance with the
requirements of Statement of Financial Accounting Standards No. 109 (“SFAS 109”) and such
evaluations are based on available evidence of whether it is more likely than not that some portion or
all of the deferred tax assets will not be realized. At December 31, 2007, we had been profitable for
four years and expected to generate profits in 2008. We determined that, based on current facts and
circumstances, it was more likely than not that we would utilize our deferred tax assets in future
periods. In 2007, based on this determination, we recorded $9.8 million of tax benefit in our
consolidated statements of income and deferred tax assets of $9.8 million on our balance sheet as of
December 31, 2007. The table in Schedule TI, Valuation and Qualifying Accounts and Reserves of this
annual report provides information on the changes in the valuation allowance for deferred tax assets.

At the end of 2007 we assessed our deferred tax assets and determined that it was more likely than
not that we would be able to realize approximately $9.8 million of deferred tax assets based upon our
forecast of future taxable income and other relevant factors. In the event deferred tax assets can not be
realized based on the forecast of future taxable income, our effective tax rate would be negatively
impacted. '

Valuation of Stock Based Payments under SFAS 123R

Our stock based compensation program is a broad-based, long-term retention program that is
intended to attract and retain talented employees and align stockholder and employee interests. We
primarily rely on two stock plans that provide broad discretion to our Board of Directors to create
appropriate equity incentives for members of our Board of Directors and our employees. Substantially
all of our employees participate in our stock programs. On January 1, 2006, we adopted the provisions

~of SFAS 123R, requiring us to recognize expense related to the fair value of our stock-based
compensation awards. We elected the meodified prospective transition method as permitted by
SFAS 123R. Under this transition method, stock-based compensation expense for the years ended
December 2007 and 2006 include compensation expense for all stock-based compensation awards
granted prior to, but not yet vested as of December 31, 2005, based on the grant date fair value
estimated in accordance with the original provisions of SFAS 123 and compensation expense for all
stock-based compensation awards granted subsequent to December 31, 2005, based on the grant date
fair value estimated in accordance with the provisions of SFAS 123R.
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Determining the appropriate fair value model and calculating the fair value of share-based
payment awards require the input of highly subjective assumptions, which represents our best estimate.
A summary explanation follows:

Expected Stock Price Volatility—Our computation of expected volatility is based on historical
volatility for the expected term of the options.

Expected Term of Option—Our expected term represents the period that our stock options are
expected to be outstanding and was determined based on historical experience of similar stock options
with consideration to the contractual terms of the stock options, vesting schedules and expectations of
future employee behavior.

Expected Dividend Yield—The dividend yield assumption is based on our history and expectation of
dividend payouts. We use a dividend yield of zero, as we havc never paid cash dmdends and do not
expect to pay dividends in the future.

Expected Risk Free Interest Rate—The risk-free interest rate is based on the U.S. Treasury yield
curve in effect at the time of grant for the expected term of the option.

Forfeiture Rate—The forfeiture rate is based on a review of recent forfeiture activity and expected
future employee turnover.

Inventory

We state our inventory at the lower of cost or market. We make adjustments to reduce the cost of
inventory to its net realizable value, if required. Factors influencing these adjustments include changes
in demand, technological changes, product life cycles and development plans, component cost trends,
product pricing, physical deterioration and quality issues. Revisions to these adjustments would be
required if these factors differ from our estimates.

In 2007, pursuant to our policy, we wrote our inventory down by $67,000. Since this inventory was
acquired with HARDYI, the writedown was recorded against goodwill. Any future writedowns recorded
after since the acquisition of HARDI on June 8, 2008 will be recorded in cost of license and systems
and would lower our gross margin,

Results of Operations
The following discussion corﬁpares our results of operations for 2007 with 2006 and 2006 with
2005. There is no assurance that our historical operating results are indicative of our future results.

Total revenue

$ change % change $ change % change
2007 2006 2005 2007-2006 2006-2005

(in millions, except percentages}
Revenue ... ... ... .. ... i $71.2 $62.5 3619 $8.7 14% $0.6 1%

Total revenue for 2007 was $71.2 million, a 14% increase over the $62.5 million reported in 2006.
License and systems revenue, which included revenue from HAPS products from June to December
2007, increased 46% in 2007 compared to 2006 primarily due to revenue generated by sales of HAPS
products. Additionally, sales of the Certify product increased in 2007 over 2006 as customers realized
the benefit of purchasing our software with our HAPS systems. Maintenance revenue increased a
moderate 3% in 2007 compared to 2006 as the mix of time-based license compared to perpetual or
term licenses was lower in 2007 than 2006. Bundled license and services revenue was 3% lower in 2007
compared to 2006 as relatively fewer time-based licenses were sold in 2007 than in 2006, due to our

36




departure from the Structured ASIC and ASIC synthesis markets in March 2006 which was primarity
time-based license terms. :

|
| In 2006, our total revenue grew 1% over 2005. In 2006, license and systems revenue decreased 8%,
i maintenance revenue increased 7% and bundled license and services revenue increased 2% over 2005.

For 2007, 2006 and 2005 percentage of the Synplify Pro, Synplify Premier and Identify revenue
from FPGA implementation and ASIC verification product lines to total revenue was as follows

2007 2006 2005 2007 2006 2005

) FPGA implementation ASIC verification
Synplify Prorevenue . ...........c.cohoiniiinain. 28% 29% 271% 18% 24% 214%
Synplify Premier revenue .. ... ...« 6% 5% 0% 7% 3% 0%
Identify revenue. . ...... e e 1% 1% 1% 1% 2% 2%

License and systems revenue. License and systems revenue includes revenue from perpetual and
term licenses and systems sales,

§ change % change $ change % change

2007 2006 2005 2007-2006 2006-2005
(in millions, except percentages)
License and systems revenue ............... $26.1 $17.9 $19.5 $82 46%  $(1.6) (8)%
As a percentage of total revenue ............ 3% 29% 32%

The fbllowing table represents the increases and decreases of license and systems revenue by
product line.

§ change % change $ change % change

2007 2006 2005 2007-2006 2006-2005
(in thousands, except percentages)
FPGA implementation revenue ....... ST $87 %93 %102 §(06) ©®% 309 HN%
ASIC verification revenue ................. 160 77 17 83 108% — 0%
ESL revenue . . ...... e e e 1.2 06 05 06 100% 01 20%
Structured ASIC and ASIC synthesis revenue ... 02 03 11 (0.1) (33)%  (0.8) (73)%
Total license and systems revenue . .. ......... $26.1 $17.9 $19.5

The following table represents the percentage of license and systems revenue by product line to
the total license revenue.

2007 2006 2005

FPGA implementation TeVENUE ... ... ..o ntonnronrneaiensans S 33% 53% 54%
ASIC verifiCation FEVETIUE . . . o oo v et v et oo e i am e e 61% 43% 39%
ESL TOVENUE . « o v ottt it e ettt e e s i e 5% 3% 2%
Structured ASIC and ASIC synthesis revenue .. ... ... 1% 1% 5%

In 2007, license and systems revenue increased 46%, or $8.2 million over 2006 driven principally by
the sales of HAPS products in the second half of 2007. Synplify Premier continued to gain market
share as it overcomes slower growth in Synplify Pro sales. Revenue from our Certify product increased
as it benefited from HAPS product sales.

In 2006, license and systems revenue decreased 8%, or $1.6 million from 2005.

Maintenance revenue. Maintenance revenue is derived from contracts associated with perpetual
and term license sales. Our customers purchase the first year of maintenance with the perpetual or
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term license and a substantial number of them renew their maintenance in the years that follow. As a
percentage of total revenue, maintenance revenue will vary depending on our mix of perpetual, term
and time-based licenses as well as our renewal rate.

$ change % change § change % change

2007 2006 2005 2007-2006 2006-2005
(in millions, except percentages)
Maintenance revenue. . .. ... ... ... ... ..o, $28.0 $27.2 $254 308 3% $1.8 7%
As a percentage of total revenue ............ 9% 4% 4%

The following table represents the increases and decreases of maintenance revenue by product
line.

$ change % change $ change % change

2007 2006 2008 2007-2006 2006-2005
(in thousands, except percentages)
FPGA implementation revenue ............. $16.8 $16.0 $154 $0.8 5% $0.6 4%
ASIC verification revenue . ................ 10.7 103 90 04 4% 13 14%
ESLrevenue............. .. ciiviinunn. 04 02 01 02 100% 0.1 100%
Structured ASIC and ASIC synthesis revenue ... 0.1 07 10 (06) (86)% (03) (30)%
Total maintenance revenue ., .. .............. $28.0 $27.2 $25.5

The following table represents the percentage of maintenance revenue by product line to total
maintenance revenue,

2007 2006 2005

FPGA implementation revenue . . . .......... e e e 61% 59% 61%
ASIC verification revenue . . .. .. ...ttt e e e 38% 38% 35%
ESL IeVEIUE . .o ittt ettt e e e e 1% 1% 0%
Structured ASIC and ASIC synthesisrevenue. . ... .................... 0% 2% 4%

In 2007, maintenance revenue increased 3%, or $800,000 over 2006 primarily due to strong
renewals of Synplify Pro, Synplify Premier and Synplify DSP products offset by the expected decline in
the discontinued Structured ASIC and ASIC synthesis revenue. Renewal rates remained constant in
2007 and 2006.

In 2006, maintenance revenue increased 7%, or $1.8 million over 2005, led by increases in FPGA
implementation and ASIC verification revenues.

Bundled license and services revenue. Bundled license and services revenue includes revenue from
time-based licenses which include maintenance, custom software development services in 2006 and
2005, and OEM agreements, and revenue from other services such as consulting and technical support.

$ change % change $ change % change

2007 2006 2005 2007-2006 2006-2005
(in millions, except percentages) ’
Bundled license and services revenue . ........ $17.0 $175 $17.1 $(0.5) ()% $04 2%
As a percentage of total revenue .. ... ... ..., 24% 28% 28%
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The following table represents the increases and decreases of bundled license and services revenue
by product line.

$ change % change $ change % change

2007 2006 2005 2007-2006 - 2006-2005

(in thousands, except percentages) :

FPGA implementation revenue ............. $478$43 338 504 9% $05 13%
ASIC verification revenue . .............. .. 47 42 40 05 129% 0.2 ° 5%
ESLIEVENUE . . oot i v v e iiiee e e ee e 03 01 01 02 200% 0.0 0%
Structured ASIC and ASIC synthesis revenue ... 1.6 34 32 (18) (53)% 02 6%
Custom software development services revenue .. 5.7 55 6.0 02 4% (0.5y (B)%
Total bundled license and services revenue .. ... $17.0 3175 $17.1 :

The following table represents the percentage of bundled license and services revenue by product
line to the total bundled license and services revenue.

- : ' o o 'l2007 2006 2005
FPGA implementation revenue . ... ............... e 28% 25% 22%
ASIC verification revenue . .. .. ... s 26%  24% 24%
ESL revenue ... .. e R R TR 2% 0% 0%
Structured ASIC and ASIC synthesis revenue. . ... ... .o un e 10% 20% 19%
Custom software development services revenue . . ... [T S 34% 31% 35%

In 2007, bundled license and services revenue decreased 3%, or $449 000 from 2006 due to
custoiners purchasing relatively fewer time-based licenses in favor of perpetual or term licenses.

In 2006, bundled license and services revenue increased 2%, or $393,000. .

Cost of revenue

Total cost of revenue. Our total cost of revenue includes the manufacturing costs of HAPS systems
(which include device costs and assembly costs), royalties, product packaging costs, software
documentation, licensing costs, amortization of intangible assets, personnel costs to support our
maintenance contracts, and other costs associated with shipping. our products. Our total cost of revenue
increased as a percentage of revenue in 2007 as we sold HAPS in the second half of 2007 and our
amortization of intangible assets more than doubled, both as a result of our acquisition of HARDI in
June 2007. In 2007, our cost of revenue as-a percentage of revenue was 9%, compared to 5% in 2006.
The increase was principally caused by cost of HAPS products and the increase in amortization of
intangible assets of $931,000 in 2007 over 2006. ’

Cost of license and systems revenue. Cost of license and systems revenue includes the costs of -
systems sold (device and assembly costs), royalties, product packaging costs, software documentation,
licensing costs including amortization of capitalized software development costs and other costs
associated with shipping licenses. ’ ‘

“

$ change % change $ chiange % change

007 2006 2005 2007-2006 2006-2005
(in thousands, except percentages) ’
Cost of license and systems revenue .. ....... $2,672 $153 $139 § 2,519 1,646% $14 10%
As a percent of license revenue .. .......... 10% 1% 1% .
As a percent of total revenue . . .. .......... 4% 0% 0%
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Cost of license and systems revenue increased $2.5 million or 1646% in 2007 due to the costs of
HAPS sales.

Cost of license and systems revenue increased 10%, or $14,000 in 2006 over 2005 primarily due to
the amortization of purchased software that we have incorporated into our products.

Cost of maintenance revenue. Cost of maintenance revenue includes the costs of personnel,
including stock-based compensation expense, and other expenses related to providing electronic,
internet-based and phone technical support to our customers under active maintenance contracts.

$ change % change $ change % change

2007 2006 2005 2007-2006 2006-2005
(in millions, except percentages)
Cost of maintenance revenue . ... ........... $1.7 $16 5l6 $0.1 6% $— 0%
As a percent of maintenance revenue . . .. ...., 6% 6% 6%
As a percent of total revenue . . . . ........... 2% 3% 3%

In 2007 our cost of maintenance increased 6%, or $100,000 corresponding to the same percentage

increase in maintenance revenue.
1

In 2006, cost of maintenance revenue was unchanged from 2005,

Cost of bundled license and services revenue. Cost of bundled license and services revenue consists
of engineering costs directly associated with our custom software development service contracts and
time-based licenses, which include maintenance.

$ change % change $ change % change
2007 2006 2005 2007-2006 2006-2005

(in thousands, except percentages)
Cost of bundled license and services

TEVEIUS . . b vt ettt e e e B $364 $457 $623  $(93) (20)% $(166) (27)%
As a percent of bundled license and

SEIVICES TEVEMUE . . . . v v vt v e v ve e ne e 2% 3% 4%
As a percent of fotal revenue . ... ........... 1% 1% 1%

In 2007, cost of bundled license and service revenue decreased 20%, or $93,000 from 2006, While
revenue and their associated costs were up slightly in our OEM relationships, revenue and costs from
time-based licenses were lower in 2007 than 2006, principally due to our exit from the Structured ASIC
as well as lower costs related to the ASIC synthesis product line.

In 2006, cost of bundled license and services revenue decreased 27%, or $166,000 from 2005 as a
result of a reduction in custom development contracts, which in 2005 related principally to Structured
ASIC.

Amortization of intangible assets. Amortization of intangible assets reflects the amortization of
intangible assets acquired as part of our purchases of products and technology from HARDI in 2007,
IOTA and Bridges2Silicon in 2002, as well as a purchase of technology for use in our products in 2006.
The intangible assets are expensed over their two to five-year useful lives. We amortize our HARDI
intangibles on a straight-line basis as follows: trademarks/trade names over 2 years, existing technology
over 3 years and customer relationships and non-compete agreements over 5 years. Amortization of
existing technology is included in cost of sales and the other intangibles amortization are included in
operating expenses.
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The following summarizes our actual expense for 2003, 2006 and 2007 and the estimated future
amortization expense related to the above intangible assets:

Actual - Estimated
Years Ended/ Ending December 31,
2005 2006 2007 2008 2009 2010 2011 2012

(in thousands}
Amortization of intangible assets from acquisitions

(incostofsales).........coovenvnenennnn, $890 $890 $1,747 $2,100 $2,100 $922 § — § —
Amortization of intangible assets from purchase of

technology (in cost of sales) ............... $ — $26% 100 $§ 100 $ 100 $100 $ 67 § —
Amortization of intangible assets from acquis'itions

(in operating eXpenses) . . ... ... .. ae. e § — § — § 670 $1,194 $1,082 $994 $994 $436

The intangible assets associated with IOTA and Bridge2Silicon were fully amortized in 2007.

Operating expenses

Research and development. Research and development expenses include compensation and related
expenses, stock-based compensation, outside services, equipment and software costs and allocated
overhead expenses. '

$ change % change $ change % change

. 2007 2006 2005 2007-2006 2006-2005
(in millions, except percentage)
Research and development ................ $24.8 $23.4 $243 $14 6% $(09) D%
As a percent of total revenue . . ........... .. 35% 37% 39%

In 2007, our research and development expenses increased 6%, or $1.4 million primarily due to
increased headcount, partially offset by lower costs in India. Headcount was 151 at the end of 2006 and
182 at the end of 2007. Ten of these additions came with the HARDI acquisition, while 21 were added
in our India office. Although stock-based compensation expense was lower in 2007 from 2006, total
compensation and benefits increased $660,000. In 2007, our and equipment and telephone expense
increased $164,000 over 2006. Our facilities costs increased $317,000 in 2007 over 2006, due to the
addition of the HARDI facilities and adding space in our India office.

In 2006, research and development expenses decreased 4%, or $900,000 from 2005, primarily due
to lower headcount in 2006 as a result of our restructuring in March 2006 and a decrease in the
utilization of outside services. These decreases were partially offset by increased stock-based
compensation expense, and a lower allocation of expenses from research and development expenses to
cost of license for customized software development work. Headcount was 151 at December 2006
compared to 181 at December 2005.

Sales and marketing. Sales and marketing expenses include compensation, commissions and
related expenses, stock-based compensation, promotional activities, tradeshows, seminars and allocated
overhead expenses.

$ change % change $ change % change

2007 2006 2005 2007-2006 2006-2005
(in million, except percentage)
Sales and marketing . ......... ... ..., $27.6 $254 $226 $2.2 9% $28 12%
As a'percent of total revenue . . ... ....... ... 9% 41% 37%
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In 2007, sales and marketing expense increased 9%, or $2.2 million over 2006. Total headcount
increased by six people during 2007 and total compensation, including benefits, stock-based
compensation and commissions increased $1.1 million. Travel expenses increased $270,000, as our sales
force traveled for training on the acquired HAPS products. Marketing communications expenses were
higher by $405,000 in 2007 over 2006 in line with our promotion and lead generation costs for HAPS.
Fees paid to former HARDI representatives were $331,000 in 2007 as we retained specific
representatives who assisted our sales force in closing HAPS sales. We did not hold a sales conference
in 2007 as we schedule this meeting every other year.

In 2006, sales and marketing expenses increased 12%, or $2.8 million compared to 2003, primarily
due to the impact of higher commissions and bonuses for sales teams that exceeded target quotas for
the year, stock-based compensation and salary increases. Expenses were also higher in 2006 due to the
international sales conference held in 2006. These increases were partially offset by lower recruiting
fees and marketing communication expenses.

General and administrative.  General and administrative expenses include compensation and
related expenses, stock-based compensation, accounting and legal expenses, outside services and
allocated overhead expenses.

$ change % change $ change % change

L2007 2006 2005 2007-2006 < 2006-2005
(in millions, except percentages)
General and administrative ................ $8.6 $81 $64 305 6% $1.7 27%
As a percent of total revenue . ... ........... 12% 13% 10%

In 2007, general and administrative expenses increased 6%, or $569,000 over 2006. Headcount
increased by 2 employees due to the addition of HARDI. Compensation and benefits increased
$274,000 and the costs of audits, legal and recruiters increased $226,000.

In 2006, general and administrative expenses increased 27%, or $1.7 million compared to 2005 due
to an increase in stock-based compensation expense, accounting and consulting fees and salary
increases. These increases were partially offset by a decrease in business insurance expenses.

Other income, net. Other income, net includes interest income earned on cash and investments
and foreign exchange gains and losses. Our cash equivalents and investments are classified as
available-for-sale and are reported at fair value. These investments are short-term, maturing within
12 months of the purchase date.

$ change % change $ change % change

2007 2006 2005 2007-2006 2006-2005
(in millions, except percentages)
Other inCome, NEL . .. ..ot it e $24 $27 $13 $(03 (L)% $14 108%
As a percent of total revenue . . ... .......... 3% 4% 2%

Other income, net was $310,000 lower in 2007 compared to 2006 a net foreign exchange loss for
the year of $378,000 due to the dollar’s weakness relative to the Euro, Swedish Krona, Indian Rupee
and Japanese Yen partially offset by interest income.

Other income, net increased in 2006 over 2005 due to higher interest rates and a higher level of
investments.
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Income Taxes

The income tax provision for 2007, 2006 and 2005 were as follows:

$ change
2007 2006 2005 . 2007-2006  2006-2005
{(in thousands)
Income tax provision (benefit) ................ $(7,833) $ 1,204 $ 187 §$(9,038) $1,017
Defered tax assets, net. .. ... v v $ 6,536 $13,743 $12,477 $(7,207) $1,266

We make estimates and judgments in determining income tax expense. These estimates and
judgments occur in the calculation of tax credits and in the calculation of certain tax assets and
liabilities, which arise from differences in the timing of recognition of revenue and expense for tax and
financial statement purposes. The income tax provision will also be impacted by the effect of
non-deductible stock option compensation expense due to the adoption of SFAS 123R. The effective
tax rate will be negatively impacted by incentive stock option compensation expense. Also, SFAS 123R
requires the tax benefit of stock option deductions relating to incentive stock options be recorded in
the period of disqualifying dispositions. Changes in these estimates and the impact of SFAS 123R may
result in significant increases or decreases to our tax provision in subsequent periods, which in turn
would affect net income.

We account for income taxes in accordance with SFAS 109 which requires that deferred tax assets
and liabilities be recognized using enacted tax rates for the effect of temporary differences between the
book and tax bases of recorded assets and liabilities. SFAS 109 also requires that deferred tax assets be
reduced by a valuation allowance if it is more likely than not that some or all of the deferred tax assets
will not be realized. We evaluate quarterly the realizability of our deferred tax assets by assessing our
valuation allowance and, if necessary, we adjust the amount of such altowance. The factors used to
assess the likelihood of realization include our forecast of future taxable income and available tax
planning strategies that could be implemented to realize the net deferred tax assets. We assessed our
deferred tax assets at the end of 2007 and determined that it was more likely than not that we would
be able to realize approximately $6.5 million of net deferred tax assets based upon our forecast of
future taxable income and other relevant factors.

In 2007, we reported a benefit tax of $7.8 million, consisting primarily of the reversal of the
valuation allowance related to our deferred tax assets offset by any federal, state or foreign income
taxes. Our provision for income taxes in 2007 differed from the tax provision that would have been
derived from applying the federal statitory rate to our income before taxes primarily due to the
reversal of the valuation allowance of $9.5 million, the use of federal and state research tax credits of
$353,000 offset by non-deductible stock compensation charges of $617,000 and other miscellaneous
items of $1.4 million. We recorded an income tax provision of $1.2 million and $187,000 in 2006 and
2005. Our provision for income taxes in 2006 and 2005 differed from the tax provision that would have
been derived from applying the federal statutory rate to our income before taxes primarily due to the
utilization of net operating losses, federal and state tax credits foreign income taxes and an increase in
the valuation allowance for deferred tax assets.

As of December 31, 2007, we had federal and California research and development tax credit
carryforwards of approximately $4.5 million and $5.2 million, respectively. The federal research credits
will begin to expire in the year 2011 and the California research credits carry forward indefinitely. The
company also has federal and state alternative minimum tax credit carryforwards of $209,000 which
have no expiration date. )

Utilization of the net operating loss carryforwards and tax credit carryforwards may be subject to a
substantial annual limitation due to the ownership change limitations provided by the Internal Revenue
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Code of 1986, as amended, and similar state provisions. The annual limitation may result in the
expiration of net operating loss carryforwards and tax credit carryforwards before utilization.

Liquidity and Capital Resources

As of December 31, 2007, we had cash and cash equivalents of $7.3 million, short-term investments
of $35.6 million, restricted cash of $5.4 million, retained earnings of $8.8 million and working capital of
$39.1 million.

Net cash provided by operating activities was $6.4 million, $11.5 million and $7.3 million in 2007,
2006 and 2005, respectively. In 2007, the decrease in net cash provided by operating activities compared
to 2006 was primarily due to higher accounts receivable and release of valuation allowance for deferred
tax assets, offset by higher net income and higher amortization of intangible assets. In 2006, the
increase in net cash provided by operating activities compared to 2005 was primarily due to the
increase in stock-based compensation, a non-cash expense, a decrease in our accounts receivable and
an increase in our deferred revenue, offset by the decrease in net income.

Net cash used in investing activities was $3.6 million, $13.6 million and $5.0 million in 2007, 2006
and 2005, respectively. In 2007, the net decrease in cash used was due to the sales and maturities of
short term investments offset by cash used for the acquisition of HARDI and purchases of short term
investments. In 2006 and 2005, cash was used in investing activities primarily for the purchases of
short-term investments, software and computer equipment. It was offset by sales and maturities of
short-term investments.

Net cash used in financing activities was $4.8 million, $2.6 million and $2.2 million in 2007, 2006
and 2005, respectively, and cash provided by financing activities was $2.2 million in 2005. In 2007,
$8.3 million of cash was used to repurchase common stock while $3.5 million was generated by the
excicise of stock options and the sale of common stock to employees under our stock purchase
program. In 2006, $5.5 million of cash was used to repurchase common stock while $3.0 million was
generated by the exercise of stock options and the sale of common stock to employees under our stock
purchase program. In 2005, $3.8 million of cash was used to repurchase common stock while
$6.0 million was generated by the exercise of stock options and the employees stock purchase program.

Our future liquidity and capital requirements will depend on numerous factors, including:
* the amount, type and timing of product license sales;

* the extent to which our existing. and new products gain market acceptance;

* the extent to which customers continue to renew annual maintenance contracts;

* the timing of customer payments and the collectibility of outstanding receivables;

* the cost and timing of product development efforts and the success of these efforts;

* the cost and timing of sales and marketing activitics;

* any acquisitions of products, technologies or businesses;

* any stock repurchases if our stock repurchase program is extended; and

* the availability of financing.

We believe that our cash and short-term investments balance of $43.0 million as of December 31,
2007 will be sufficient to meet our operating and capital requirements through at least the next
12 months. However, it is possible that we may require additional financing within this period. We
intend to continue to invest in the development of new products and enhancements to our existing
products. In addition, even if we have sufficient funds to meet our anticipated cash needs in the next
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twelve months, we may choose to raise additional funds during this time. We may be required to raise
those funds through public or private financings, strategic relationships or other arrangements. We
cannot provide assurance that such funding, if needed, will be available on terms attractive to us, or at
all. Furthermore, any additional equity financings may be dilutive to shareholders, and debt financing, if
available, may involve restrictive covenants. If we fail to raise capital when needed, our failure could
have a negative impact on our profitability and our ability to pursue our business strategy.

Contingent Consideration

Related to our acquisition of HARDI, we have placed $5.4 million in an escrow account to be
delivered to three former HARDI shareholders subject to attainment of specified revenue targets from
the sales of HAPS systems. These amounts are included in restricted cash on the consolidate balance
sheet. Any payment made upon achievement of targets will increase the total purchase consideration
and result in a corresponding increase in goodwill. This amount is included as restricted cash ion our
consolidated balance sheet, .

Contractual Obligations

The following summarizes our contractual obligations as of December 31, 2007, and the effect such
obligations are expected to have on our liquidity and cash flows in future periods:

Payments Due by Period

Less than More than
1 Year 1-3 Years 3-5 Years 5 Years Total

(in thousands)

Operating lease obligations . ...................... $2,688 $6,051 $2,8%0 § — $11,629
Purchase obligations® . ............ . ... ... ... ..., 750 20 — — 770
Total. ..o e e s $3,438 $6,071 $2,890 § — $12.399

*  Purchase obligations primarily relating to marketing and sales activities, exclude agreements that
are cancelable without penalty.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements that have, or are reasonably likely to have, a
current or future material effect on our financial condition, changes in financial condition, revenues or
expenses, results of operations, liquidity, capital expenditures or capital resources.

Recent Accounting Pronouncements

See Note 1 of the Consolidated Financial Statements for a full description of the recent accounting
pronouncement including the expected date of adoption and effect on results of operations and

. financial condition.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We develop products in the United States, France, India, Sweden and Turkey and sell those
products primarily in North America, Europe and Asia including Japan. Our revenue from sales
outside North America represented approximately 41%, 44% and 43% of our total revenue in 2007,
2006 and 2003, respectively. As a result, our financial results could be affected by factors such as
changes in foreign currency exchange rates or weak economic conditions in foreign markets. With the
exception of sales in Japan, our sales are generally made in U.S. doliars, thus a strengthening of the
U.S. dollar could make our products less competitive in foreign markets. The functional currency of
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our foreign subsidiaries is the U.S. dollar, except for our Japanese subsidiary whose functional currency
is the yen and our Swedish subsidiary whose functional currency is the Krona. The effects of translation
of our foreign subsidiaries for which the U.S. dollar is the functional cufrency are included in our
consolidated statements of income and to date, have not been material. The effects of translation of
our Japanese and Swedish subsidiaries are included in shareholders’ equity and to date have not been
material. Historically, our exposure to foreign exchange fluctuations has been minimal. In 2007, as the
foreign currency rates relative to the US dollar fluctuated and the effect on our operating results and
financial position was $378,000. As our international sales and operations expand, our exposure to
foreign currency fluctuations will increase.

Our interest income is sensitive to changes in the general level of U.S. interest rates, particularly
since the majority of our investments are in short-term instruments. We do not hold or issue
derivatives, derivative commodity instruments or other financial instruments for trading or speculative
purposes. A hypothetical 100 basis points increase or decrease in interest rates based on the fair value
of our net investment position of approximately $36.0 million as of December 31, 2007 would have
resulted in a gain or loss of approximately $153,000. Other economic variables, such as equity market
fluctuations and changes in relative credit risk, could result in a higher decline in our net investment
portfolio.

Our investment policy requires us to invest funds in excess of current operating requirements in:
* obligations of the U.S. government and its agencies;
* investment grade state and local government obligations, and

* securities of U.S. corporations rated Al or P1 by Standard & Poors’ or the Moody’s equivalents;
and/or money market funds, deposits or notes issued or guaranteed by U.S. and non-U.S.
commercial banks meeting certain credit rating and net worth requirements with maturities of
less than two years.

During 2007, we did not invest in auction rate securitics. We believe that the recent credit crisis
did not materially impact our financials.

As of December 31, 2007, our cash equivalents consisted of only money market funds and our
short-term investments consisted of U.S. government agency notes, certificates of deposit, commercial
paper, corporate notes and bankers’ acceptance.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Our consolidated financial statements and the independent registered public accounting firm’s
report appear on pages F-1 through F-35 of this Annual Report.
Quarterly Data
(in thousands, except per share data)

(unaudited)

Quarters Ended

Dec. 31, Sept. 30, Jun. 30, Mar. 31, Dec. 31, Sept. 30, Jun. 30, Mar 31,
2007 2007 2007 2007 2006 2006 2006 2006

Total revenue . .. ............ $20,073 $19,441 $16,753 $14,899 $16,417 $16,270 $15,387 $14,469
Total cost of sales . ........... $2335 $2181 $13078% 755% 811§ 764 % 72883 864
Gross profit . . .............. $17,738 $17,260 $15,446 $14,144 $15,606 $15,506 $14,659 $13,605
Restructuring charge. . ........ $ —§%§ —8% —8% —8% —8%8 —8% —8§ 84
Release of valaution allowance of '

deferred tax assets ......... $94863%$ —% —% —8% —% —8% —3% —
Net income (10s§) ... ......... $10346 $ 1,451 $ 641 § 654 $ 1,594 $ 1,645 § 1,115 $(1,178)
Net income (loss) per share: ‘

Basic . ...... . i $ 039% 005% 002% 0028% 0068% 0063 0.04 3 (0.04)

Dilated. . ................ $ 038% 005% 0029% 0028% 0068% 0.063% 004§ (0.04)

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
(a) Evaluation of disclesure contrels and precedures
Evaluation conclusion

We have carried out an evaluation, under the supervision and with the participation of our
management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of
our disclosure controls and procedures (as defined in Rules 13a-15(¢) and 15d-15(e) under the
Exchange Act) as of the end of the period covered by this Annual Report. Based upon that evaluation
our Chief Executive Officer and Chief Financial Officer, concluded that our disclosure controls and
procedures are effective to ensure that information required to be disclosed by us in the reports that
we file or submit under the Exchange Act (i) is recorded, processed, summarized and reported within
the time periods specified in the Securities and Exchange Commission rules and forms and (ii} is
accumulated and communicated to our management, including our principal executive and financial
officer as appropriate to allow timely decisions regarding required disclosure.

Inherent limitations of disclosure controls and procedures

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting. Qur internal control system was designed to provide reasonable assurance to our
management and board of directors regarding the preparation and fair presentation of published
financial statements. All internal control systems, no matter how well designed, have inherent
limitations. Therefore, even those systems determined to be effective can provide only reasonable
assurance with respect to financial statement preparation and presentation.
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Reports of Internal Control over Financial Reporting
Report of Synplicity Inc. Management on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting. Our internal control system was designed to provide reasonable assurance to our
management and board of directors regarding the preparation and fair presentation of published
financial statements. All internal control systems, no matter how well designed, have inherent
limitations. Therefore, even those systems determined to be effective can provide only reasonable
assurance with respect to financial statement preparation and presentation. Qur management assessed
the effectiveness of our internal control over financial reporting as of December 31, 2007. In making
this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO) in Internal Control—Integrated Framework. Based on our
management’s assessment, it believes that, as of December 31, 2007, our internal control over financial
reporting was effective based on those criteria. Our independent registered public accounting firm has
issued an attestation report on management’s assessment of our internal control over financial
reporting, which appears below.

(b) Report of Independent Registered Public Accounting Firm
The Board of Directors and Shareholders of Synplicity, Inc.

We have audited Synplicity, Inc.’s internal control over financial reporting as of December 31,
2007, based on criteria established in Internal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (the COSO criteria). Synplicity, Inc.’s
management is responsible for maintaining effective internal control over financial reporting, and for its
assessment of the effectiveness of internal control over financial reporting included in the
accompanying Report of Synplicity Inc. Management on Internal Control over Financial Reporting at
Item 9A. Our responsibility is to express an opinion on the company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained
in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design
and operating effectiveness of internal control based on the assessed risk, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial réporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are-
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
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to the risk that controls may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate.

In our opinion, Synplicity, Inc. maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2007, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the 2007 consolidated financial statements of Synplicity, Inc. and our
report dated March 14, 2008 expressed an unqualified opinion thereon.

/sf Ernst & Young LLP

San Jose, California
March 14, 2008

(¢) Changes in internal control over financial reporting.

There were no changes in our internal control over financial reporting (as defined in
Rule 13a-15(f) of the Exchange Act) during the quarter ended December 31, 2007 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.

ITEM 9B. OTHER INFORMATION

None.
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PART III
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS, AND CORPORATE GOVERNANCE

The information required by this item is incorporated by reference from the sections captioned
“Proposal One—Election of Directors” and “Section 16(a) Beneficial Ownership Reporting _
Compliance” contained in our Proxy Statement of our 2007 Annual Meeting of Shareholders, to be
filed by us with the Securities and Exchange Commission within 120 days of the end of our fiscal year
pursuant to General Instruction G(3) of Form 10-K (“Proxy Statement™). Certain information required
by this item concerning executive officers is set forth in Part T of this Annual Report in “Business—
Executive Officers.”

We have adopted a code of ethics that applies to principal executive officers, senior financial
officers and Section 16 officers (including our Chief Executive Officer and Chicf Financial Officer). We
have posted this code of ethics on our website at www.synplicity.com on our Investor Relations page for
reference and we undertake to send a copy to any shareholder, without charge. We intend to satisfy the
disclosure requirement regarding any amendments to or waivers from the code of ethics by posting
such information on our website at www.synplicity.com.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is incorporated by reference from the sections captioned
“Executive Compensation,” ‘“Compensation Committee Interlocks and Insider Participation,” “Report
of the Compensation Committee,” and “Compensation Discussion and Analysis” contained in our
Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information required by this item is incorporated by reference from the sections captioned
“Security Ownership of Certain Beneficial Owners and Management” and “Executive Compensation—
Equity Plan Compensation Information” contained in our Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR
INDEPENDENCE
The information required by this item is incorporated by reference from the section captioned
“Corporate Governance” contained in our Proxy Statement.
ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item is incorporated by reference from the section captioned
under the headings “Report of the Audit Committee” and “Proposal Two—Ratification of
Appointment of the Independent Registered Public Accounting Firm” contained in our Proxy
Statement.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a)(1) Financial Statements

The following consolidated financial statements are included in this Annual Report on Form 10-K:

Page
Report of Independent Registered Public Accounting Firm . ...... FEE TR R EERRE Ei
Consolidated Financial Statements:
Consolidated Balance Sheets .. ... ... i i e F-3
Consolidated Statements of Income . ................ e e F-4
Consolidated Statements of Shareholders” Equity . . ... ........ ... . oo oo, F-5
Consolidated Statements of Cash Flows. . .. ........ ... ... .. ... ... o ot F-6
Notes to Consolidated Financial Statements . . ........... ... ... . ... ... ... ... F-7

(a)(2) Financial Statement Schedules

Schedule IT-Valuation and Qualifying Accounts (see page F-35) .

Schedules not listed above have been omitted because the information required to be set
forth therein is not applicable or is shown in the financial statements or notes thereto.

(a)(3) Exhibits
311 Articles of Incorporation of the Registrant(1)
3.2.1 Amended and Restated Bylaws of the Registrant(19)
4.1 Specimen Common Stock Certificate(1)
4.2 Amended and Restated Registration Rights Agreement dated March 31, 2000 by and among
the Reglstrant and certain shareholders of the Registrant(1)
10.1 Form of Indemnification Agreement between the Registrant and each of its directors and
officers(1)**
10.2 Amended and Restated 1995 Stock Option Plan(1)**
10.2.1 Form of Option Agreement under the 1995 Stock Option Plan(1)**
10.3.2 Amended and Restated 2000 Stock Option Plan(19)** ’
10.3.1 Form of Option Agreement under the 2000 Stock Option Plan(1)**
10.4 2000 Director Option Plan(1)**
10.4.2 Amended and Restated 2000 Director Option Plan(19)**
10.5 2000 Employee Stock Purchase Plan(1)** .
10.5.1 Form of Subscription Agreement under the 2000 Employee Stock Purchase Plan(l)**
10.14 Distributor Agreement dated April 1, 1999 between Registrant and Insight
Enterprises Inc.(1)*
10.14.1  Addendum 4 to Distributor Agreement dated April 1, 1999 between Reglstrant and Insnght
Electronics, Inc.(2)
10.22 Distribution Agreement dated April 1, 1999 between Registrant and Wyle Electromcs(l)*
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10.22.1

10.25

10.26.1

10.29

10.29.1

10.31.1

10.32

10.35.1

10.35.3
10.37.1

10.38

10.39
1041.3
10.42
10.42.1

10.43

10.44
10.45.1

10.46

10.47

10.48

10.49.1

10.50

211

Addendum 3 to Distributor Agreement dated April 1, 1999 between Registrant and Wyle
Electronics(2)

Lease dated June 26, 2002 between Registrant and Andover Mills Realty Limited Partnershlp
for the 100 Brickstone Square, Fifth Floor, Andover, MA office(3)

Lease dated July 1, 2007 between Registrant and Sunnyvale Business Park Limited -
Partnership for the 600 West California Avenue, Sunnyvale, CA office(19)

Lease dated June 9, 2003 between Registrant and USAA Stratum Executive Center Joint
Venture for the 11044 Research Boulevard, Building D, Austin, Texas office(5)

Lease dated October 23, 2006 between Registrant and USAA Stratum Executive Center
Joint Venture for the 11044 Research Boulevard, Building D, Austin, Texas office(18)

Lease dated January 10, 2006 between Registrant and Arun H. Desai for the 11th Floor,
Unit Number 1111 East Wing, Raheja Towers, Mahatma Ghandi Road, Bangalore, India
sales office(17)

Lease dated February 19, 2004 between Registrant and Tebo Development Company for the
1900 13* Street, Suite 101, Boulder, Colorado office(6)

Amended and Restated Change of Control Option Acceleration Agreement dated
September 20, 2004 between Registrant and Gary Meyers(8)**

Letter of Promotion dated September 28, 2004 between Registrant and Gary Meyers(9)**

Lease dated December 24, 2007 between Registrant and Weston Holding Co., L.L.C. for the
3720 SW.141% Avenue, Beaverton, Oregon office(19)

Sub-Lease dated May 7, 2004 between Registrant and Fujitsu Microelectronics Europe,
Gmbh for the Stuchbery Stone, 1 Park Street, Maidenhead, United Kingdom office(7)

Offer Letter dated September 28, 2004 between Registrant and Andrew Haines(9)**
Variable Incentive Pay Plan amended through January 30, 2008(22)*,**
Letter of Promotion dated May 12, 2005 between Registrant and Andrew Dauman(12)**

Change of Control Option Acceleration Agreement dated August 31, 2004 between
Registrant and Andrew Dauman(12)**

Lease dates May 20, 2005 between Registrant and Transwestern Great Lakes, for the 3030
Warrenville Road, Lisle, Illinois office(13)

Offer Letter dated September 26, 2005 between Registrant and John Hanlon(15)**

Lease dated September 1, 2007 between Registrant and Ankara Teknoloji Gelistirme Bolgesi
Kurucu ve Isletici Anonim Sirketi for Cyberplaza Blok 3 floor Bilkent, Turkey office(20)

Letter of Promotion dated January 13, 2006 between Registrant and James Lovas(16)**

Lease dated November 6, 2006 between Registrant and Chiltern House Business Centre
Limited for the Suite 1C at Chiltern House Business Centre, 45 Station road,
Henley-on-Thames, Oxfordshire, RGY9 1AT, United Kingdom office(18)

Lease between Registrant and Information Technology Park Ltd. for the Unit 1 & Unit 2
Seven Floor, Navigator Building, International Tech Park, Bangalore, India development
office(18)

Officer Bonus Plan(21)**

Stock Purchase Agreement dated June 1, 2007 between the Registrant and HARDI
Electronics AB(19)

Subsidiaries
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231
241
31.1

31.2

32

. Consent of Independent Registered Public Accounting Firm
Power of Attorney (see page 55)

Certifications of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002

Certifications of Chief Financial Officer pursuaht to Section 302 of the Sarbanes-Oxley Act
of 2002 -

Certifications of Chief Executive Officer and Chief Financial Officer pursuant to Section 906
of the Sarbanes-Oxley Act of 2002

* ¥

ey
@)
)
4)
)

(6)
7
8)
)
(10)

(i1)
(12)
(13)
(14)

(15)
(16)

(17)

(18)

(19)

Portions of the exhibit have been omitted pursuant to a request for confidential treatment and the
omitted portions have been separately filed with the Commission.

Indicates a management contract or compensatory plan or arrangement,

Filed as an exhibit to our Registration Statement on Form S-1 (File No. 333-42146) as declared
effective by the Securities and Exchange Commission on October 12, 2000.

Filed as an exhibit to our Annual Report on Form 10-K for the fiscal year ended December 31,
2000.

Filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter ended September 30,
2002.

Filed as an exhibit to our Annual Report on Form 10-K for the fiscal year ended December 31,
2002.

Filed as an exhibit to our Annual Report on Form 10-K for the fiscal year ended December 31,
2003.

Filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter ended March 31, 2004.
Filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter ended June 30, 2004.
Filed as an exhibit to our 8-K filed September 22, 2004.

Filed as an exhibit to our 8-K filed October 4, 2004.

Filed as an exhibit to our Annual Report on Form 10-K for the fiscal year ended December 31,
2004.

Filed as an exhibit to our 8-K filed February 17, 2005,
Filed as an exhibit to our 8-K filed May 18, 2005.
Filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter ended June 30, 2005.

Filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter ended September 30,
200s.

Filed as an exhibit to our 8-K filed October 20, 2005.
Filed as an exhibit to our 8-K filed January 31, 2006.

Filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter ended September 30,
2006.

Filed as an exhibit to our Annual Report on Form 10-K for the fiscal year ended December 31,
2006.

Filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter ended June 30, 2007.
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{20) Filed as an exhibit to our Quarterly Report on Form 10-Q for the quarter ended September 30,
2007.

(21) Filed as an exhibit to our 8-K filed January 24, 2008.
(22) Filed as an exhibit to our 8-K filed February 5, 2008.

(b) Exhibits. See Item 15(a)(3) above.
(c) Financial Statement Schedules. See Item 15(a)(2) above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

SYNPLICITY, INC,

Date: March 14, 2008 By: /¢ GARY MEYERS
Name: Gary Meyers
Title: Chief Executive Officer, President and Director
(Principal Executive Officer)

Date: March 14, 2008 By:  /s/ JOHN J. HANLON

Name: John J. Hanlon
Title: Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below
constitutes and appoints Gary Meyers and John J. Hanlon, his or her true and lawful attorney-in-fact and
agent, with full power of substitution and resubstitution, to sign any and all amendments (including
post-effective amendments) to this Annual Report on Form 10-K and to file the same, with all exhibits
thereto and other documents in connection therewith, with the Securities and Exchange Commission,
granting unto said attorney-in-fact and agent, full power and authority to do and perform each and every act
and thing requisite and necessary to be done in connection therewith, as fully to all intents and purposes as
he or she might or could do in person, hereby ratifying and confirming all that said attorney-in-fact and
agent, or his or her substitute or substitutes, or any of them, shall do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this Report has been
signed below by the following persons on behalf of the Registrant and in the capacities and on the dates
indicated:

Signature Title Date
/s/ GARY MEYERS Chief Executive Officer, President and March 14, 2008
Gary Meyers Director (Principal Executive Officer)
/s/ JOHN J. HANLON Senior Vice President and Chief Financial March 14, 2008
John J. Hanlon Officer (Principal Financial and Accounting
Officer)
/s/ KENNETH S. MCELVAIN Chief Technology Officer, Vice President and March 14, 2008
Kenneth S. McElvain Director
/s/ ALISA YAFFA Chairwoman of the Board, Vice President of March 14, 2008
Alisa Yaffa Intellectual Property and Secretary
s/ PRABHU GOEL Director March 14, 2008
Prabhu Goel
/s/ PAUL WEISKOPF Director March 14, 2008

Paul Weiskopf

s/ DENNIS SEGERS Direcior March 14, 2008

Dennis Segers

/s/ THOMAS WEATHERFORD Director March 14, 2008
Thomas Weatherford
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Shareholders of Synplicity, Inc.

We have audited the accompanying consolidated balance sheets of Synplicity, Inc. as of
December 31, 2007 and 2006, and the related consolidated statements of income, shareholders’ equity,
and cash flows for each of the three years in the period ended December 31, 2007. Our audits also
included the financial statement schedule in Item 15(a). These financial statements and schedule are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We .
believe that our audits provide a reasonable basis for our opinion. ' |

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Synplicity, Inc. as of December 31, 2007 and 2006, and the
consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2007, in conformity with U.S. generally accepted accounting principles. Also, in our
opinion, the related financial statement schedule, when considered in relation to the basic financial
statementis taken as a whole, presents fairly in all material respects the information set forth therein.

As discussed in Note 1 and Note 8 to the consolidated financial statements, the Company changed
its method of accounting for stock-based compensation as of January 1, 2006 and its method of
accounting for uncertain tax positions as of January 1, 2007.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), Synplicity, Inc.’s internal control over financial reporting as of
December 31, 2007, based on criteria established in Internal Control-Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission and our report dated
March 14, 2008, expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

San Jose, California
March 14, 2008




SYNPLICITY, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

December 31,

2007 2006
Assets:
Current assets:
Cash and cash equivalents .. ..... .. ... . . . . . i $ 7348 § 9,237
ShOrt-term InVeS IS . . . v i v it i it i it it e e et e e e 35,643 56,160
Restricted cash . . ... i i i i et et e e e e 2,700 —
Accounts receivable, less allowances of $179 and $128 at December 31, 2007 and
2006, Tespectively . . . . ... 15,513 10,323
=T = 1,308 —
Prepaid eXpenses . . . .. ... e e e e 1,807 1,232
Deferred tax assets, short-term portion . . . . ... ..o ittt it i ie s 2,701 —
Other CUTEnt BSSEES . . o v v v v vt et it e e e e e aae e et e 724 915
Total CUTTENE ASSBIS . . . . . o i it e it e et et e e e e e e e e et e et sttt e e e e 67,744 77,867
Restricted Cash . . .. .. it i e e e e e e e e e e e e e 2,700 —
Property and equipment, NEt ... .. .. . .. i e e e 3,206 2472
Goodwill . .. e e e e 9,008 1,272
Intangible assets, NEt. . . . . . .. ... . e e e 10,189 1,035
L0 T Tl g1 £ P 1,340 1,163
Long-term deferred tax assetS. . . .. . ittt it i e 7,073 —
Total ASSEES . . . . ot e e e e e e e e $101,350  $83,809
Liabilities and Shareholders’ Equity:
Current liabilities:
Accounts payable. . . . L 5 2067 $ 1,299
Accrued Habilities .. ..o e e e e e e e 1,715 1,537
Accrued compensation . . . ... .. i e e 5,258 4,360
Deferred TEVENUER . . . . . . . ot it et e e et e et e e e e e e 18,616 18,409
Other liabilities, short-term portion . ........... .. .. . . i i 36 —
Deferred INCOME 1aXES . . . . .t ittt it e i ettt et et et e e 922 —
Total current liabilities . .. .. ... . i e e e e 28,614 25,605
Long-term other liabilities . . . ... ... ... . . e 427 89
Long-term deferred inCOME TAXES . . . . .ottt v it e s s e aaaaae e rnaeenn 2,317 —
Commitments and contingencies
Shareholders’ equity:
Preferred stock, no par vatue: 10,000,000 shares authorized; no shares issued or
outstanding at December 31,2007 or 2006 . . . . ... ... .. ... ... .. ... — —
Common stock, no par value: 110,000,000 shares authorized; 26,348,765 and 26,865,383
shares issued and outstanding at December 31, 2007 and 2006, respectively. . . . ... ... 61,320 62,699
Retained earnings (accumulated deficit) . ... .... ... ... ... .. .. 8,837 (4,255)
Accumulated other comprehensive loss . . . ... ... ... ... . ... e {165} (329)
Total shareholders’ equity . ... ... ... . e 69,992 58,115
Total liabilities and shareholders’ equity. . . ... ..... ... ... ... ........ $101,350  $83,809

The accompanying notes are an integral part of the consolidated financial statements.
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SYNPLICITY, INC.
CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share data)

Years Ended December 31,

2007 2006 2005

Revenue:
License and SySLEMS . . . . . .ottt i ittt e e $26,148 $17.880 $19,460
Maimtenance . . . .. . . e e e e e e 27,994 27,190 25,394
Bundled license and services . . .. .............. e e e 17,024 17,473 17,081

Total revenue . . ... . e e e 71,166 62,543 61,935
Cost of revenue:
Cost of license and systems . . . .. .. .. ... .. e e 2,672 153 139
Cost Of MaiNIeNANCeE . .. ... i ittt et e e e 1,695 1,641 1,623
Cost of bundled license and services . . . .. .. ... .. . e 364 457 623
Amortization of intangible assets . . ..., .. i e 1,847 916 890

Total cost Of tevenUE . . . .. it e e e 6,578 3,167 3,275
Gross Profit . ..o e e e e e e 64,588 59376 58,660
Operating expenses: .
Research and development . . ... ... .. .. . it i 24,797 23,385 24,305
Sales and marketing . ......... e e e e 27,638 25,412 22,572
General and administrative . ... ... ot r i e e e e e 8,642 8,073 6,350
Amortization of intangible assets from acquisitions . . .. ....... ... ... . .. 669 — —
Restructuring charge . ... ... i i e — 854 —

Total Operating EXPENSES . . .\ vttt ittt e e e e 61,746 57,724 53,227
Income from operations . . . ... ... ... ... ... 2,842 1,652 5,433
Other INCOME, MEL . . o ittt e et e e et e e e e e e e e e et e - 2,417 2,727 1,308
Income before InCome 1axes . .. . ... . ittt e e 5,259 4,379 6,741
Income tax provision (benefit) . . . ... ... ... (7.833) 1,204 187
Net IMCOMIE . . . ottt et e e et et et e e e e e e e et e e e PR $13,092 §$ 3,175 § 6,554
Net income per share:
Basic net income per common share . . ... ... ... $ 049 $§ 012 $ 0325
Shares used in basic per share calculation . .. ... ... ... ... . o L. 26,684 26902 26,480
Diluted net income per commonshare ... ...... ... ... .. .. .ol 0. $ 047 §$ 011 § 0323
Shares used in diluted per share calculation . . .. ........................ 27,615 27,793 27990

The accompanying notes are an integral part of the consolidated financial statements.
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SYNPLICITY, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

(in thousands)

Balance at December 31,2004 | ... ... ............
Issuance of common stock from stock option exercises and
employee stock purchase plan . . .. ... ...........
Repurchase of shares . . ... ... ... .. . oo
Amortization of deferred stock-based compensation . . . . ..
Comprehensive income:
Netincome . .......... e St
Other comprehensive income:
Foreign currency translation adjustments ........
Net unrealized loss on investments . .. .........

Total other comprehensive income . . .. ... .......
Total comprehensive income . .. ................

Balance at December 31,2005 . . .................
Issuance of common stock from stock option exercises and
employee stock purchase plan . ... ...... ... ... ..
Repurchase of shares . . ............. ... ...
Stock-based compensation €Xpenses . . . ... ... el
Comprehensive income (loss):
Netincome . .. oo ot e e
Other comprehensive income {loss): :
Foreign currency translation adjustments .. ......
Net unrealized gain on investments . . .. ... .. ...

Total other comprehensive income . . .. ..........
Total comprehensive income . ... .. ... .. ...

Balance at December 31,2006 . ... ...............
Issuance of common stock from stock option exercises,
restricted stock units, and employee stock purchase plan .
Repurchase of shares . . ... .. ... ... ... ... ... ...
Stock-based compensation expenses . . . .. .. .. e
Comprehensive income:
Netincome . . ... v it nae e
Other comprehensive income:
Foreign currency translation adjustments ... ... ..
Tax benefit from stock options exercised . . . ... ...
Net unrealized gain on investments . . .. ........

Total other comprehensive income . . ... .........
Total comprehensive income . . . ... ...

Balance at December 31,2007 ... ... ... ...... ...

1

The accompanying notes are an integral part of the consolidated financial statements.
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Retained A(:cum. T
Earnings ther otal
_CM (Accumulated Comp. Shareholders’
Shares Amount Deficit) Gain (Loss) Equity
26,180  $59,471 $(13,984) $(639) 544,848
1,478 5,959 —- — 5,959
(628) (3,809) — — (3,809)
- @) — — @
—_ —_ 6,554 — © 6,554
— — — 287 287
— —_ , — .1 11
298
6,852
27,030  $61,617 $ (7,430) $(341) $53,846
678 . 2991 — — 2,991
(843) (5,542) — — (5,542)
— 3633 — — 3,633
— — 3,175 — 3,175
— — — (13) (13)
— — — 25 25
12
3,187
26,865  $62,699 $ (4,255) $(329) $58,115
713 3,481 —_ — 3,481
(1,289) (8,261) _— — (8,261)
— 3242 — — 3,242
— — 13,092 — 13,092
- — _ 160 160
— 159 — —_ 159
— —_ — 4 4
« 323
13,415
26,349  $61,320 $ 8837 $(165) $69,992




SYNPLICITY, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Operating activities:
Nettncome .. ...t it ittt irar e intcnanenanana
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation . . .. ..o i e e
Stock-based compensation ... ... ... ... ..
Amortization of intangible assets and capitalized software costs . .
Amortization of short-term investments premium/discount . . . . . ..
Impairment of capitalized software . . ... ...................
Changes in operating assets and liabilities:
Accounmts receivable .. .. L
INVERIOTIES . . . v ittt e
Prepaid expenses . . ... .. it e
Other current assets . . ... . ottt e
Otherassets. . . ... ... ... i i e
Accounts payable . ........ ... o e
Accrued liabilities . ...... ... .. e
Accrued compensation . . ... ... e
Deferredrevenue . . ... ... . i

Investing activities:

Purchases of property and equipment . ......................
Purchase of technology ... ...... ... . . . .. ..
Purchases of short-term investments . .......................
Proceeds from maturities of short-term investments .., ..... e
Proceeds from sales of short-term investments . ................
Capitalization of software costs . ....... . ....... .. .. .. .....
Acquisition of a business, net of cash acquired . . ...............
Restricted cash . . .. ... . .. . ... . .

Net cash used in investing activities . . .. ................

Financing activities:
Proceeds from sale of common stock . .......... ... ... . .....
Repurchases of common stock . . . ... . o

Net cash (used in) provided by financing activities ... ......
Effect of exchange rate changesoncash. .....................

Net increase (decrease)} in cash and cash equivalents .. ..........
Cash and cash equivalents at beginning of the year. . . ...........

Cash and cash equivalents atend of the year . .................

Supplemental disclosure of cash flow information:
Cashpaid forfaxes . ........ ..ottt .

Years Ended December 31,

2007

2006

2005

$13092 § 3175 § 6,554

1,747 1,735 1,857
3,242 3,633 (4)
2,610 985 904
(972) (1372  (670)

— 335 —
(3.983) 565 (2,575)
(108) — -
(23) 107 (68)
191 46 (105)
1) (347) 31
(611) 355 (143)
— 76 63

482 329 234
207 1,798 1,192
(9.621) — —
374 89 —

$ 6356 $§ 11,509 § 7,290
$ (2283) $ (1,544) $ (1,531)
— (500) —

(73,966)  (103,076)  (80,376)
75428 88457 77,333
20,028 3,014 —

— — (439)

(17,524) — —
(5,400) — -

$ (3,619) $ (13,649) $ (5,013)

$ 3481 § 2991 § 5959
(8261)  (5542)  (3.809)

$ (4780) $ (2,551) $ 2,150

$ 154 § (13) $ 287

$ (1,889) $ (4,704) $ 4,694
9237 13941 9247

$ 7348 $ 9237 $ 13941

$ 2361 $§ 548 $ 168

The accompanying notes are an integral part of the consolidated financial statements.
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SYNPLICITY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -

- Note 1. Significant Accounting Policies
Organization and Business
Synplicity Inc. (“our company”, “our”, “we”, or “us”) was incorporated on February 1, 1994 in the
State of California. We are a leading provider of software products that enable the rapid and effective
design and verification of semiconductors used in networking and communications, semiconductor,
computer and peripheral, military and aerospace, consumer, and other electrgnics systems.

Principles of Consolidation

The consolidated financial statements include the accounts of our company and our wholly owned
subsidiaries. All significant intercompany balances and transactions have been eliminated.

Acquisition

On June 1, 2007, HARDI Electronics, AB (“HARDI”) and' Synplicity entered into a Stock
Purchase Agreement (the “Agreement”), pursuant to which all of the outstanding shares of HARDI
were acquired by Synplicity. The acquisition was completed on June 8, 2007. Upon completion of the
acquisition, each share of HARDI’s common stock issued and outstanding immediately prior to the
effective date of acquisition was acquired by Synplicity in exchange for $18.8 million in cash and the
right to receive up to $5.4 million of additional cash consideration upon the achievement of certain
milestones. '

The acquisition has been accounted for in accordance with Statement of Financial Accounting
Standards No. 141, Business Combinations (“SFAS 1417) using the purchase method of accounting.
Under purchase accounting, HARDI’s tangible assets and liabilities and intangible assets were recorded
at fair value resulting in a new carrying basis for those assets and liabilities and resulted in an amount
for goodwill. Financials results of HARDI are included in the consolidated statements of income, from
June 8, 2007 to the end of the fiscal period.

1

Use of Estimates and Reclassifications .

The preparation of consolidated financial statements in conformity with generally accepted
accounting principles requires our management to make estimates and assumptions that affect the’
amounts reported in the financial statements and the accompanying notes. For example, estimates and
assumptions are used in recognizing or deferring revenue and in maintaining our allowance for '
doubtful accounts. Actual results could differ from these estimates. o

In 2007, we changed the presentation of other current assets, our sharcholders equity and accrued,
compensation amounts in our consolidated balance sheet. Accordingly, the related amounts reported in
the consolidated financial statements for 2006 and 2005 have been reclassified to conform to the
current period presentation. Additionally, in 2007, we reclassified foreign exchange gains and losses .
from operating expenses to other income, net in our consolidated statements of income. Accordingly,
the related amounts reported in the consolidated financial statements in the prior periods have been
reclassified to conform with the current period presentation.

’

Foreign Currency Translation

The functional currency of our foreign subsidiaries is the U.S. dollar, with the exception of our
subsidiary in Japan and one of our subsidiaries in Sweden whose functional currencies is the Yen and
the Krona (“SEK™), respectively. For our foreign subsidiaries for which the U.S. dollar is the functional
currency, assets and liabilities denominated in foreign currencies are translated at the month-end
exchange rates, except for non-monetary assets and liabilities such as property and equipment which
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SYNPLICITY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 1. Significant Accounting Policies (Continued)

are translated at historical rates. Revenue and expenses are translated at the average exchange rates for
the period, except for expenses related to those balance sheet items that are translated using historical
rates. Foreign exchange gains or losses resulting from these translations is included in our consolidated
statement of income. For our Japanese and Swedish subsidiaries, assets and liabilities are denominated
in Yen or SEK and translated at the month-end exchange rates, and equity balances are translated at
historical rates. Revenue and expenses are translated at the average exchange rates for the period.
Foreign exchange gains or losses resulting from these translations are included as cumulative translation
adjustments in our shareholders’ equity.

Concentration of Credit Risk

Financial insttuments that potentially subject us to concentration of credit risk consist principally
of cash equivalents, investment securities and trade accounts receivable. In accordance with our
investment policy, we invest only in high credit quality investment grade securities held by reputable
financial institutions. We are exposed to credit risks in the event of default by the issuers to the extent
of the amount recorded on the balance sheet. The credit risk in our trade accounts receivable is
substantially mitigated by our credit evaluation process, short collection terms and well financed
customers. No customer or distributor accounted for 10% or more of total revenue for 2007, 2006 or
2005. Sales to customers outside of North America accounted for $29.1 million, $27.8 million and
$26.4 million of our total revenue in 2007, 2006 and 2005, respectively.

During 2007, we did not invest in auction rate securitiecs. We believe that the recent credit crisis
did not materially impact our financials. :

Accounts Receivable and Allowance for Doubtful Accounts

Generally, our receivables are recorded when billed and represent claims against third parties that
will be settled in cash. The carrying value of our receivables, net of the allowance for doubtful
accounts, represents their estimated net realizable value.

We distribute our products through our direct sales force and third-party distributors throughout
North America, principally the United States, as well as in Europe, Japan and the rest of Asia. We
generally do not require collateral. We maintain and update quarterly an allowance for doubtful
accounts for estimated potential credit losses resulting from the failure of our customers to make
required payments. The balance in the allowance account is comprised of a reserve for specific
receivables when collectibility is not probable, and a provision for non-specific accounts based on a
specified range of percentages derived from historical experience applied to the outstanding balance in
each aged group. If after pursuing collection efforts on a specifically reserved receivable and payment is
not expected, the receivable is deemed uncollectible and is written off. Such losses in 2007, 2006 and
2005 were not material. :

Fair Value of Financial Instruments

Cash equivalents and accounts receivable are carried at cost as this approximates fair value
because of their generally short maturities. For short-term securities, the estimated fair values are based
on market prices. :




SYNPLICITY, INC.
NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 1. Significant Accounting Policies (Continued)
Cash, Cash Equivalents and Short-term Investments

All of our cash equivalents and short-term investments are classified as available-for-sale and are
reported at fair value. Unrealized gains and losses (determined as the difference between the recorded
amount of the investment and its fair value} are reported in shareholders’ equity as a component of
accumulated other comprehensive income (loss), net of tax, if any. The fair value of the investments is
based on quoted market prices. Investments that have maturities of three months or less at the date of
purchase are considered cash equivalents, while investments that have maturities greater than three
months at the date of purchase are considered short-term investments if they mature within 12 months
of the balance sheet date. The cost of securities sold is based upon the specific identification method.

Revenue Recognition

We license our software products as perpetual licenses, term licenses and time-based licenses. In
June 2007, we completed the acquisition of HARDI, thereby adding HAPS to our product offerings.
We recognize revenue from HAPS sales when title transfers, typically at shipment. We generate
revenue from direct sales, distributors and OEMs and through custom software development services.

Revenue recognition criteria

We recognize software.revenue based upon the residual method, in accordance with American
Institute of Certified Public Accountants “AICPA” Statement of Position (SOP) 97-2, “Software
Revenue Recognition,” as amended by SOP 98-4 and SOP 98-9. For non-software products, or HAPS
systems, the company recognizes revenue in accordance with the provisions of Staff Accounting Bulletin
No. 101, Revenue Recognition in Financial Statement (“SAB 101”") and Staff Accounting Bulletin
No. 104, Revenue Recognition (“SAB 104”), and Emerging Issues Task Force No. 00-21, Revenue
Arrangements with Multiple Deliverables (“EITF 00-21").

Revenue is recognized when all the conditions stated below are met:

¢ Persuasive evidence of an arrangement pxists; -

* delivery of the product and license key, when applicable, has occurred;
* the fee is fixed or determinable; and

* collection of the fee is probable.

We ‘make judgments as to whether collection of the fee is probable based on our customer credit
review analysis. Revenue on arrangements to customers who are not deemed creditworthy is deferred
until cash is.received. Revenue from sales to distributors, who do not have a right to return, is
considered to have met the probability of collection criterion when either (i) we have received payment
for the product or (ii) we assess that we have a substantial and sustained history of collections from the
distributor.

Additionally, we assess whether the fee is fixed or determinable for sales with non-standard
payment terms by evaluating our history of collections from these customers.

We also enter into arrangements to deliver to our customers, multiple products and/or services.
Revenue arrangements with multiple deliverables are evaluated to determine if the deliverables can be
separated into more than one unit of accounting. An item can generally be considered a separate unit
of accounting if all of the following criteria are met:

* The delivered item(s) has value to the customer on a standalone basis;
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SYNPLICITY, INC,
NOTES T(Q CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 1. Significant Accounting Policies (Continued)
* There is objective and reliable evidence of the fair value of the undelivered item(s); and

* If the arrangement includes a general right of return relative to the delivered item(s), delivery or
performance of the undelivered item(s) is considered probable and substantially in the controt of
Synplicity.

Items which do not meet these criteria are combined into a single unit of accounting. If there is
objective and reliable evidence of fair value for all units of accounting, the arrangement consideration
is allocated to the separate units of accounting based on their relative fair values. In cases where there
is objective and reliable evidence of the fair value of the undelivered item(s) in an arrangement but no
such evidence for the delivered item(s), the residual method is used to allocate the arrangement
consideration, For units of accounting which include more than one deliverable, we generally defer all
revenue for the unit of accounting until the last undelivered item is delivered.

License and systems revenue

We offer perpetual licenses for our products, whereby the customer receives the right to use the
software indefinitely. The first year of maintenance, which is renewable in subsequent years, is typically
sold with the perpetual license. We also offer two and three year term licenses, where the customer has
rights to use the software for such periods. The first year of maintenance, which is renewable in
subsequent years during the term of the agreement, is typically sold with term licenses. We also sell
systems. Perpetual license, term license and systems revenue is recognized upon delivery of the product
and upon transfer of title with no right of return.

Maintenance revenue

Maintenance revenue from perpetual and term licenses allows customers under maintenance
agreements to receive unspecified product updates, electronic, internet-based and telephone technical
support throughout their maintenance period, which is typically one year. The majority of our
customers renew their maintenance contracts annually, at or near the list price for maintenance, which
is 20% of the license list price, which establishes vendor specific objective evidence (“VSOE”) of the
fair value of maintenance. Maintenance revenue from perpetual and term license sales is recognized on
a straight-line basis over the maintenance period.

For larger value contracts entered into subsequent to March 2006, we incorporated substantive
contractual maintenance renewal rates into our agreements, at a consistent percentage of the net
license fee, which establishes VSOE of fair value of maintenance for that class of arrangement per
SOP 97-2. This methodology can be applied to arrangements of either perpetual or multi-year term
licenses, where the first year’s maintenance is generally purchased with the term or perpetual licenses
and the subsequent years are optional and can be purchased at the same percentage of the net license
fee as the first year’s maintenance.

Bundled license and services revenue

We also generate revenue from time-based licénses, arrangements with OEMs and custom software
development arrangements. Time-based licenses include maintenance services for the duration of their
terms. Since the maintenance associated with these types of arrangements is not sold separately, we do
not have VSOE of fair value to allocate revenue among the elements. Thus, we recognize revenue from
these arrangements on a straight-line basis over the maintenance period.
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SYNPLICITY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 1. Significant Accounting Policies (Continued)

In addition, we periodically sell perpetual and term licenses to OEMs for incorporation into their
products and distribution to their customers. As part of these arrangements we have certain
maintenance and support obligations to the OEMs. Since the maintenance associated with these types
of arrangements is not sold separately, we do not have sufficient VSOE of fair value to allocate
revenue among the elements. Thus, we recognize revenue from these arrangements on a straight-line
basis over the maintenance period.

In 2006, we entered into arrangements with certain OEMs to slightly modify our exlstmg products
to work with the individual OEMs’ products. Since the maintenance and customized services associated
with these types of arrangement are not typically sold separately, we do not have sufficient VSOE of
fair value to allocate revenue among the elements. Thus, we recognize revenue from these combined
services on a straight-line basis over the longer of the maintenance or the customization services
period.

Prior to 2006, we entered into various custom software development agreements with
semiconductor manufacturers to customize certain of our ASYC products. This work typically involved
significant modifications to our products under a statement of work negotiated with the customer.
When time-based licenses were purchased as part of the agreement and delivery of the customized
product had occurred, we recognized revenue from both the development and license fees on a
straight-line basis over the period of the maintenance, as we did not have VSOE of the fair value of
maintenance for time-based licenses. When licenses were not being purchased as part of the agreement,
we recognized revenue from these development fees on a percentage of completion basis as determined
by the relationship of the contract costs incurred to date and the estimated total contract costs, which
were regularly reviewed during the life of the contract. Revenue recognized from these development
agreements represented less than 10% of total revenue for the years 2007, 2006 and 2005.

On occasion, we may sell time-based licenses and perpetual or term licenses or systems combined
within a single arrangement. For these transactions, we generally recognize revenue from the entire
transaction on a straight-line basis over the term of the longest period of maintendnce, as generally we
do not have VSOE of the fair value of maintenance for the time-based licenses. For such occasion, we
also defer the related systems costs of goods sold and recognized it ratably over the term of the longest
period of the agreement.

Property and Equipment

Property and equipment are stated at cost, less accumulated depreciation. Depreciation is provided
using the straight-line method over the estimated useful lives of the respective assets, generally three
years to seven years.

Product Development Costs

Statement of Financial Accounting Standards No. 86, Accounting for the Costs of Computer Software
to Be Sold, Leased, or Otherwise Marketed (“SFAS 867), requires capitalization of certain software
development costs subsequent to the establishment of technological feasibility. Based on our product
development process, technological feasibility is established upon completion of a working model.
Capitalized software costs were $718,000, $718,000 and $439,000 as of 2007, 2006 and 2005,
respectively. Capitalized software costs are amortized over the product’s estimated economic life of
three to five years and were $194,000, $94,000 and $15,000 for 2007, 2006 and 2005, respectively.
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SYNPLICITY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 1, Significant Accounting Policies (Continued)

Impalrrnent of capitalized software development costs in the three months ended March 31, 2006 is
discussed in the section below.

Impairment of Goodwill, Intangible Assets and Long-Lived Assets

In accordance with Statement of Financial Accounting Standards No. 142, Goodwill and Other
Intangible Assets (“SFAS 1427, goodwill is not amortized but is tested for impairment using a fair value
approach. Goodwill is tested for impairment annually during the fourth quarter as well as whenever
indicators of impairment exist. Qur intangible assets are being amortized using the straight-line method
over the estimated useful lives. of two to five years:

In accordance with the provisions of Statement of Financial Accounting Standards No. 144,
Accounting for the Impairment or Disposal’of Long-Lived Assets (“SFAS 144™), long-lived assets,
including intangible assets and property and equipment, are reviewed for impairment whenever cvents
or changes in circumstances indicate that their carrying amount may not be recoverable. Recoverability
of a long lived asset other than goodwill is measured by comparison of its carrying amount to the
expected future undiscounted cash flows that the asset is expected to generate: An impairment charge.
is calculated if the carrying amount of the asset exceeds the sum of the expected undiscounted cash
flows. Any impairment to be recognized is measured by the amount by which the carrying amount of
the asset exceeds its fair value. Fair value is determined based on discounted cash flows or appraised
values, depending upon the nature of the assets. Significant management judgment is required in
forecasting future operating results and cash flows and, should different conditions prevail or judgments
be made, material write-downs of net intangible assets and/or goodwill could occur.

In accordance with the provisions of SFAS 86 at each balance sheet date, our unamortized
capitalized software costs are compared to the net realizable value of that product. The amounts by
which the unamortized capitalized costs exceed the net realizable value of that asset are written off.
Due to our exit from the Structured ASIC and ASIC synthesis markets in March 2006, we wrote off
capitalized software development costs related to our ASIC products during the three months ended
March 31, 2006 in the amount of $295,000. The restructuring charge is discussed in further detail in the
paragraph below.

Restructuring Charge

In March 2006, one of our partners, LSI Logic, announced its decision to cease further
development of its RapidChip semiconductor product which served the Structured ASIC markets, Our
Amplify RapidChip software product was designed specifically and exclusively for LSI Logic's
RapidChip product. After this announcement, we evaluated the impact of LSI Logic's decision and
other factors and decided to exit the Structured ASIC and ASIC synthesis markets and to refocus our
efforts on our core competencies in FPGA synthesis, DSP synthesis and ASIC verification product
lines. As a result, we eliminated certain positions in engineering, sales and marketing and reassigned
various employees, principally in engineering, from ASIC to other areas where we perceived we had
positive growth opportunities. On March 24, 2006, our Board of Directors approved our restructuring
plan, which was implemented under the provisions of Statement of Financial Accounting Standards
No. 146, Accounting for Costs Associated with Exit or Disposal Activities (‘SFAS 146"). This restructuring
program included an 8% reduction in force primarily focused in our research and development
department and a write-off of capitalized software development costs to their net realizable value. The
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SYNPLICITY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 1. Significant Accounting Policies (Continued)

restructuring plan has been completed and there was no remaining balance accrued as of December 31,
2006. The restructuring activity for the twelve months ended December 31, 2006 was as follows:

Accrued Net Cash Accrued
Restructuring Restructuring  Payments  Restructuring
Charge Asset Charge at in Second Charge at
Incurred in Net Cash Impair March 31, Quarter December 31,
March 2006 Payments ments 2006 2006 2006

(in thousands)
Severance and related costs . $479 $(446) $ — $33 $(33) $—
Capitalized software

development cost:

Asset impairment of

capitalized software . . . 295 — (295) — — —_
Prepaid maintenance ... 40 — (40) — — —
Capitalized development
cost ....... ... ... 40 — (40) — i —
$854 $(4406) $(375) $33 $(33) $—
Advertising

Costs related to advertising are expensed as incurred. Advertising expense for 2007, 2006 and 2005
was $143,000, $154,000 and $188,000, respectively.

Guarantees

We generally warrant that the program portion of our software will perform substantially in
accordance with certain specifications for a period of 90 days. Qur liability for a breach of this warranty
is either a return of the license and maintenance fees or us to provide a fix, patch, work-around or
replacement of the software. We also warrant our systems to be free from defects in material and
workmanship under normal use and service for a period of twelve months.

We provide standard warranties against and indemnification for the potential infringement of third
party intellectual property rights to our customers relating to the use of our products. We also have
indemnification agreements with members of our board of directors, certain officers and employees
under which we may be required to indemnify such persons for liabilities arising out of their duties to
us. Our bylaws also provide for indemnification to directors, officers and employees. The terms of such
obligations vary. Generally, the maximum obligation is the amount permitted by law.

Historically, costs related to these guarantees have not been significant and we are unable to
estimate the potential impact of these guarantees on our future results of operations. No liabilities were
recorded for these guarantees on our balance sheets as of December 31, 2007 and 2006.

Inventory

We record our inventory in first-in first-out method at the lower of cost or market. Inventory
in-transit is included in finished goods and consists of products shipped but not recognized as revenue
because they did not meet the revenue recognition criteria. We make adjustments to reduce the cost of
inventory to its net realizable value, if required. Factors influencing these adjustments include changes
in demand, rapid technological changes, product life cycle and development plans, component cost
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A SYNPLICITY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 1. Significant Accounting Policies (Continued)

trends, product pricing, physical deterioration and quality issues. Revisions to these adjustments would
be required if these factors differ from our estimates.

In 2007, pursuant to our policy, we wrote our inventory down by $67,000. Since this inventory was
acquired with HARDI, the writedown was recorded against goodwill. Any future writedowns recorded
after since the acquisition of HARDI on June 8, 2008 will be recorded in cost of revenue and would
lower our gross margin. '

Accumulated Other Comprehensive Income (Loss)

We apply Statement of Financial Accounting Standards No. 130, Reporting Comprehensive Income
(“SFAS 130”). SEFAS 130 establishes rules for the reporting and display of comprehensive -income (loss)
and its components, which include unrealized gains and losses on available-for-sale securities and
foreign currency translation adjustments. For 2007, 2006 and 2005, the components of comprehensive
income (loss) have been included in the Statement of Shareholders’ Equity. The components of
accumulated other comprehensive losses are as follows: '

Years Ended December 31,
007 2006 2005

(in thousands)

Foreign currency translation adjustment .. ......... ... ... ... ... .. ..., $(160) $(319) $(306)
Unrealized loss on available for sale investments, netof tax .............. {5) 10y (35)
Total accumulated other comprehensive loss ... .................... o0 $(165) $(329) $(341)

Segment Information

We follow Statement of Financial Accounting Standards No. 131, Disclosures about Segments of an
Enterprise and Related Information (“SFAS 131”). SFAS 131 establishes standards for the way that
public business enterprises report information about operating segments in interim financial reports.
SFAS 131 also establishes standards for related disclosures about products and services, geographic
areas and major customers. We operate in only one industry segment, the development and sale of
- systems and software products that are used in the design and verification of semiconductors. We
market and sell our products throughout North America, principally the United States, as well as in
Europe, Japan and the rest of Asia. o

]

Stock-Based Compensation

On January 1, 2006, we adopted the provisions of SFAS 123R, requiring us to recognize expense
related to the fair value of our stock-based compensation awards. We elected to use the modified
prospective transition method as permitted by SFAS 123R and therefore have not restated our financial
results for prior periods. Under this transition method, stock-based compensation expense for the
twelve months ended December 31, 2006 included compensation expense for all stock-based
compensation awards granted prior to, but not yet vested as of January 1, 2006 based on the grant date
fair value estimated in accordance with the original provisions of SFAS 123. Stock-based compensation
expense for all stock-based compensation awards granted subsequent to December 31, 2005 was based
on the grant date fair value estimated in accordance with the provisions of SFAS 123R. We recognize
compensation expense for stock option awards on a straight-line basis over the requisite service period
of the award,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 1. Significant Accounting Policies (Continued)

Upon adoption of SFAS 123R, we have elected the “long form” method for calculating the tax
effects of stock-based compensation pursuant to SFAS 123R, paragraph 81. Under the “long form”
method, we determine the beginning balance of the additional paid-in capital pool (“APIC pool”)
related to the tax effects of the employee stock-based compensation “as if” we had adopted the
recognition provisions of SFAS 123 since its effective date of January 1, 1995. We also determine the
subsequent impact on the APIC pool and consolidated statement of cash flows of the tax effect of
employee stock—based compensation awards that were issued after the adoption of SFAS 123R and
outstanding at the adoption date. '

Consistent with prior years, we use the “with and without” approach as described in EITF Topic
No. 1-32 in determining the order in which our tax attributes are utilized. The “with and without”
approach results in the recognition of the windfall stock option tax benefits only after all other tax
attributes of ours have been considered in the annual tax accrual computation. In addition, we have
elected to account for the indirect benefits of stock-based compensation on such items as the
alternative minimum tax, the research tax credit and the domestic production deduction, through the
consolidated statements of income rather than through paid-in-capital.

Prior to the adoption of FAS 123R, we accounted for stock-based awards to employees and
directors using the intrinsic value method in accordance with APB 25 as allowed under SFAS No. 123,
“Accounting for Stock-Based Compensation”, FAS 123). Under the intrinsic value method, no employee
stock-based compensation expense had been recognized in our Consolidated Statements of Income for
any period prior to our adoption of SFAS 123R on January 1, 2006, as the exercise price of the stock
options granted to employees and directors equaled the fair market value of the underlying stock at the
date of grant.

Recently Issued Accounting Standards

On September 15, 2006, the Financial Accounting Standards Board issued Statement 157
Accounting for Fair Value Measurements (“SFAS 157”). SFAS 157 provides enhanced guidance for using
fair value to measure assets and liabilities. The Statement also requires expanded disclosure with
respect to fair value measurements. It is effective for the fiscal years beginning after November 15,
2007. We do not expect the adoption of SFAS 157 to have a material impact on its financial position,
results of operations or cash flows.

On February 15, 2007, the Financial Accounting Standards Board issued Statement 159 Accounting
for the Fair Value Option for Financial Assets and Financial Liabilities (“SFAS 159). SFAS 159 provides
companies with an option to report selected financial assets and liabilities at fair value. The Statement
also requires that unrealized gains and losses on items for which the fair value option has been elected
be reported in earnings. It is effective for the fiscal years beginning after November 15, 2007. We do
not expect the adoption of SFAS 159 to have a material impact on its financial position, results of
operations or cash flows.
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Note 2. Financial Instruments

Available-for-sale securities were as follows as of December 31, 2007 and 2006:

Gross Gross
Unrealized Unrealized Fair Market
Sm:ﬁty—[)escripligﬂ Cost Gains Losses Value
{in thousands)
2007;
Cash:

Money market funds . .............. ... ... ..., $ 1,501 $— $— $ 1,50
Totalcash . ........ ... $ 1,501 $— §— $ 1,501
Short-term investments:

U.S. Government agency notes ... ... e $22,557 $3 5— $22,560

Certificates of deposit . ............ ... ... ...... 4,276 1 — 4,277

Commercial paper. . ........... ..., 3,623 3 — 3,626

Corporate notes .. ..........cc.viriiinnnnnnnnn 3,157 4 3,161

Bankers’ acceptance . ............ ... ... ..., 2,022 = 3 2,019
Total short-term investments . .. ................... $35,635 $11 $(3) $35,643
2006:

Cash and Cash equivalents:

Certificates of deposit . ........................ $ 2,495 $— $— $ 2,495

Money market.funds .. ............. ... ... ..., 1,719 — —_ 1,719

Bankers’ acceptance ...................0.u.... 297 = = 297
Total cash and cash equivalents ... ................. $ 4,511 $— $— $ 451
Short-term investments:

U.S. Government agency notes .................. $36,912 $5 $— $36,917

Commercial paper. ... ............ ... ......... 6,694 — 2) 6,692

Certificates of deposit . .. ...................... 4,801 1 — 4,802

Corporate notes . ........ouvvneiinnnnennnnnn. 4,570 — (2) 4,568

Bankers’ acceptance ... ........... .. ... 3,181 — = 3,181
Total short-term investments . . .. ... ... c..urennnnn. $56,158 $6 $(4) $356,160

In accordance with our investment policy, we invest only in high quality investment grade securities
held by reputable financial institutions. Contractual maturities of available-for-sale securities at
December 31, 2007 are due within 12 months.

Gross unrealized gains and losses on cash equivalents were not material at December 31, 2007 and
2006. In 2007 and 2006, we recognized net realized gains of $1.1 million and $887,000 respectively. In
2005, we recognized a net realized loss of $336,000.

In accordance with EITF 03-1, The Meaning of Other-Than-Temporary Impairment and Is
Application to Certain Investments, the following table shows gross unrealized losses and fair value for
those investments that were in an unrealized loss position as of December 31, 2007 and 2006,
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Note 2. Financial Instruments (Continued)

aggregated by investment category and the length of time that individual securities have been in a
continuous loss position.

As of December 31,

2007
Less than 12 Months
Unrealized
Security Description " . Fair Value Loss
(in thousands) o
Bankers’ aCCePanCe . . ... v vttt e e $ 1,378 $(3)
’ As of December 31,
2006
Less than 12 Months
. Unrealized
i Security Description Fair Vatue Loss
| Commercial paper ......... e e $ 6,692 $(2)

COTPOTate MOMES - . . . ..ottt e et e e ey . 3,580 (2
- 810272 $(4)

‘ Note 3. Inventor‘y
|
|

Inventory is comprised of the following:

As of
' December 31,
2007 2006
(in thousands) ) )
Raw materialS. . . .. ..ottt $ 441 § —
Finished goods .. ............ e ieaie il e - 867 —
' $1,308 § —

The company does not typically maintain work-in-process inventory.
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Note 4. Property and Equipment
Property and equipment consisted of the following:

As of December 31,

2007 2006

(in thousands)
Computer hardware, software, tradeshow and other equipment ... ........... $ 15530 $ 13,624
Leaschold improvements. . ... ... ... ... ... .. 537 449
Furniture and fiXtures . . . . .. . i e e e e e 434 331
Ve hiCles . .o e e e o 98 19
Construction i ProCesS. . . . vttt et e e e 82 82

| $ 16,681 § 14,505
Less: Accumulated depreciation ... ... ... ... . L e (13,475)  (12,033)

$ 3206 § 2472

Depreciation expense was $1.7 million for 2007, 2006, respectively, and $1.9 million for 2005.

Property and equipment are stated at cost, less accumulated depreciation. Depreciation for
equipment commences once it is placed in service and depreciation for leasehold improvements
commences once they are ready for their intended use, Depreciation is calculated using the straight-line
method over the estimated useful lives of the respective assets: computer hardware, computer software,
tradeshow and other equipment for 3 years, vehicles 5 years, furniture and fixture 7 years and leasehold
improvements over the term of the lease. Construction in process is primarily related to the computer
software and hardware equipment that has not been placed into service.

Note 5. Stock-Based Compensation

We have a stock-based compensation program that provides our Board of Directors broad
discretion in creating employee equity incentives. This program includes incentive, non-statutory stock
options, awards, including restricted stock awards, restricted stock units, stock appreciation rights and
performance units and shares. We have to date issued only incentive, non-statutory stock options and
restricted stock awards,

Stock options are generally time-based, vesting over a 4-year vesting period with 25% of the option
vesting after one year and monthly thereafter for new employees. For existing employees the options
generally vest monthly upon grant issuance. All options expire 10 years from the grant date.
Additionally, we have an Employee Stock Purchase Plan (“ESPP”) that allows employees to purchase
shares of common stock at 85% of the fair market value at the lower of either the date of enroliment
or date of purchase and if in the subsequent two years, the market price of our common stock on the
purchase date decreases below the previous offering period price in the current plan, that ESPP plan is
reset to the lower price. As of December 31, 2007, we had approximately 11.7 miilion shares of
common stock reserved for future issuance under our stock option plan and ESPP.

Restricted stock awards are generally time-based, vesting over a 4-year vesting period with 25% on
first anniversary of the grant date and quarterly thereafter. We use the straight line attribution method
for recognizing the expense associated with these grants. As of December 31, 2007, we had
approximately 106,750 awards reserved for future issuance under our stock awards plan.
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Note 5. Stock-Based Compensation (Continued)

Effective January 1, 2006, we adopted the provision of SFAS No. 123(R) as discussed in Note 1.
The following table summaries the effects of share-based compensation resulting from the application
of SFAS 123R:

' Years Ended
: - -t December 31,
© 2007 2006
(in thousands) - .
Cost Of MAIMIENANCE . . . . ... ittt ittt et e i e $§ 8 $ 106
Research and development . ............ e e e 1,410 1,630
Sales and marketing . . ........ ... e e 879 956
General and administrative . . . . .. e e e e e 865 941
Stock-based compensation expense in income before taxes . ................... 3,242 3,633
INCOME 1AKES . . . oottt sttt sttt it e s e (892)  (999)
Net share-based compensation expense, net of taxes, in netincome . ............. $2,350 $2,634

Net cash proceeds from the exercise of stock options were $3.5 million for 2007. The income tax
benefit realized from stock option exercises for 2007 was $158,000.

The following table illustrates the pro forma information regarding net income effect and net
income per common share as if we had applied the fair value recogmtlon provmons of SFAS 123 to
stock-based compensation for 2005

’ . - . 1
Year Ended
December 31, 2005

(in thousands, except per share data)

Net income, asreported ... ... .t it i e $ 6,554
Deduct: Stock-based employee compensation benefit included in reported net income (C)]
Deduct: Total stock-based employee compensation expense determined under fair

value based method forall awards . . . ... ... ... ... ... . .. i L {4,856)
Pro forma net iNCOME . . . ..o u vttt et et e it $ 1,694
Basic net income per share

Asreported . ... ... e e $ 025

Proforma . . ... ... . e s e $ 0.06
Diluted net income per share:

Asreported ... .. e e e $ 023

PrO oI . . . . e e e e e $ 0.06
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Note 5. Stock-Based Compensation (Continued)
Stock Options and Employee Stock Purchase Plans:
Valuation Assumptions:

The fair value of stock-based awards was estimated using the Black-Scholes model with the
following weighted-average assumptions for 2007, 2006 and 2005, respectively:

Stock Options Employee Stock Purchase Plan
Years Ended December 31, Years Ended December 31,
2007 2006 2005 2007 2006 2005
Officers and  All Other Officers and  All Other All Employees
Directors Employees Directors  Employees and Directors All Employees and Directors
Expected life
{in years) .. 40 38 4.0 31 44 0.5-1.0 0.5-2.0 05-2.0
Interest rate . . 4.55% 4.40% 4.93% 4.87% 4.34% 4.25% 4.81% 4.26%
Volatility . . .. 043 0.43 - (.56 0.49 0.65 029 043 0.57
Dividend yield . 0% 0% 0% 0% 0% 0% 0% 0%
Weighted- ‘
average fair
value at
grant date . . $2.58 $2.45 $3.24 $2.22 $3.25 $1.72 $2.12 $2.10

Our computation of expected volatility for 2007, 2006 and 2005 was based on our historical
volatility. Our computation of expected life was based on historical exercise patterns. The interest rate
for periods within the contractual life of the award was based on the U.S. Treasury yield curve in effect
at the time of grant.
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Note 5. Stock-Based Compensation (Continued)

Stock options activity for 2007, 2006 and 2005 were as follows:
Weighted-Average Aggregate

Weighted Remaining Intrinsic
Number of Average Contractual Value (in
Shares Exercise Price Term (in years) thousands)
Qutstanding at December 31,2004 . ... .... 8,031,092 $6.13
Grants . ..ot i i e 1,235,650 $5.97
Exercises . . ......cvvinnn.. e (1,143,630),  $4.09
Forfeitures or expirations . . ............. (917,311) $8.79
Outstanding at December 31,2005 ... ..... 7,205,801 $6.08°
GIANLS © ..ot tetee e 665,200 . $6.05
Exercises . . ......cooviiiin i . (398,111) $4.28
Forfeitures or expirations . . ............. (652,920) $7.86
Outstanding at December 31, 2006 . ... .. .. 6,819,970 $6.02
GRantS ..ttt i e 611,475 $6.49
Exercises . .. ...t .. (520,541) $4.20
Forfeitures or expirations . . ............. . (359,410) $7.91 :
Qutstanding at December 31,2007 .......: 6,551,494 $6.10 569 $4,015
Ending vested and expected to vest ’ '
December 31, 2007 . .... ... e 6,107,935 $6.11 5.44 $3,910
Exercisable and vested at December 31, 2007.. 4,906,033 $6.14 4.80 $3,700

We purchased 258,621 shares through our ESPP plan during 2007 at an average price of $5.01

The weighted average grant date fair value of stock options granted during the fiscal year was
$2.50. The total intrinsic value of options exercised during 2007 was $1.4 million. The total fair value of
shares vested during the year was $2.7 million. As of December 31, 2007, $4.7 million of total
unrecognized compensation expense related to stock options was expected to be recognized over the
weighted average vesting period of 2.3 years.

Restricted Stock Awards:

Share-based compensation related to restricted stock unit awards is calculated based on the market
price of Synplicity common stock on the date of grant. As of December 31, 2007, 106,750 shares of
restricted stock were outstanding and unvested, with an'aggregate intrinsic value of $619,000 and a
weighted average remaining contractual life of approximately 3.5 years. The weighted average grant fair
value price was $6.52. These shares are scheduled to vest through 2011.
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Note 5. Stock-Based Compensation {Continued)

Restricted Stock activity for 2007 was as follows:
Number  Weighted-Average

of Grant Date Fair
Shares Value
Unvested at December 31, 2000 . .. ..o vt e e i e -_—
GIants . .....cvviie et iin e ine s e 109,950 $6.52
= - —_
Forfeitures or expirations . . ............... e e e e (3,200) $6.52
Outstanding at December 31,2007 . . .. ... ...ttt 106,750 $6.52

As of December 31, 2007, $649,000 of total unrecognized compensation expense related to
non-vested restricted stock awards was expected to be recognized over the weighted-average vesting
period of 3.5 years.

Stock Repurchase Program

In January 2007, our Board of Directors approved a new stock repurchase program which
authorized management to repurchase up to $10.0 million of stock in 2007. From January 1, 2007 to
December 31, 2007, we repurchased a total of 1,288,580 shares at an average price of $6.41 per share.
In 2006 and 2005, we repurchased a total of 842,996 shares at an average price of $6.57 and 628,469
shares at an average price of $6.06, respectively. Repurchased shares of our common stock are no
longer deemed outstanding,

Shares are repurchased in the open market at times and prices we consider appropriate. The
timing of purchases and the number of shares to be purchased depend on market conditions. In
accordance with our insider trading policy, we are restricted from repurchasing shares when we are in
possession of material inside information and when our trading window closes.

In January 2008, our Board of Directors extended the stock repurchase program which authorizes
the management to spend up to $10.0 million for common stock repurchases in 2008. Shares will be
repurchased in the open market at times and prices we consider appropriate.

Note 6. Acquisition

On June 8, 2007, we completed our acquisition of all of the common stock of HARDI, a company
organized under the laws of Sweden. The acquisition was accounted for in accordance with SFAS 141
using the purchase method of accounting, from the date of completion, June 8, 2007. In addition to
tangible and other intangible assets, we acquired the HAPS product line which is a modular system
with multi-FPGA motherboards and standard or custom-made daughter boards, which can be combined
together in a variety of ways. The HAPS products combined with our existing software products allow
Synplicity to offer a comprehensive ASIC verification solution. The acquisition allows us to grow our
ASIC Verification product line, particularly by selling HAPS products in combination with our software
preducts through our direct sales channel. HARDI's results of operations are included in our
consolidated statements of income from the date of acquisition.

We acquired all the outstanding shares of the common stock of HARDI for cash consideration of
$20.4 million, which comprised of the following: (a) $18.8 million in cash and (b) $1.6 million of
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Note 6. Acquisition (Continued)

acquisition related costs. Pursuant to the Agreement, an additional $5.4 million is held in an escrow
account which is discussed in the Contingent Consideration paragraph below.

The total purchase price was allocated based on the estimated fair value of net tangible and
intangible assets acquired and assumed liabilities. Intangible assets consist of existing technology,
customer relationships, trademarks/trade names and non-competition agreements. The intangible assets
subject to amortization are being amortized on a straight-line basis during the useful lives below:

Useful Life

(in years)
Existing techology .. ... .. . e : 3
Trademarks/Trade Names . . . ... ... i e e 2
Customer relationships . . ... ... . e e 5
Non-Competition agreBments . . . . .. ..ottt it ittt ettt et e et e 5

The allocation of purchase price is summarized as follows:

Fair Value

(in thousands)
Cash and marketable securities . . ... . ... ... . .t i e e $ 2,900
Accounts teceivable . ... ... e [ 1,207
IV m Oy . e e e 1,019
Prepaid expenses .. ... ... e e 552
Property and equipment . . ... ... ... e e e e N 198
Accounts payable . . ... . ... ... 0 o oL P {1,365)
Other liabilities. . . . ... .. e e e {594)
Fair-value of inventory acquired. .. .. ... ... ... ... .. . 267
Intangible assets . . .. ... e e e e 11,670
Deferred tax liability . . .. ..o e (3,266)
Goodwill . .. e 7,826
TOtal . . oo e e e e $20,414

Deferred Tax Liability

We recognized a deferred tax liability of $3.3 million for the aggregate difference between the
assigned value of the intangible assets and the tax bases of these assets. The deferred tax liability was
computed at a Swedish rate of 28%.

Contingent Consideration

The acquisition includes $5.4 million of contingent consideration currently held as restricted cash,
which is payable in two equal increments, at the end of 13 and 25 months from June 1, 2007, subject to
the achievement of certain revenue targets from the sale of HAPS systems. Any payment made upon
achievement of targets will increase the total purchase consideration and result in a corresponding
increase in goodwill.
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Note 6. Acquisition (Continued)
Pro Forma Financial Information

The unaudited financial information in the table below summarizes the combined results of
operations of Synplicity and HARDI on a pro forma basis, as though the companies had been
combined as of the beginning of each of the periods presented. The unaudited pro forma financial
information is presented for informational purposes only and is not indicative of the results of
operations for any subsequent quarter or for the year ended December 31, 2007.

The unaudited pro forma financial information for the twelve months ended December 31, 2007
combines our results for the twelve months ended December 31, 2007 with HARDTI's results for the
period January 1, 2007 to June 7, 2007. The pro forma financial information for 2006 combines our
historical results with the historical results of HARDI for this period. '

The following table summarizes the unaudited pro forma financial information:

Twelve Months
Ended December 31,

2007 2006
(in thousands, except per share data)
TOtAl TEVEIUE . . . o o ottt r et e e et e e e e $75,302  $71,193
Netincome........... LN $12,887 § 4,832
Basic net income pershare .. ... .. ... it e $ 048 § 0.8
Diluted net income per share ..ottt $ 047 $ 017

Note 7. Goodwill, Intangible Assets and Capitalized Software Costs included in Other Assets
Goodwill:

The changes in the carrying value of goodwill are as follows:
As of December 31, 2007

(in thousands)

Balance as of December 31, 2006 . . . .. oo it it $1,272
Goodwill related to acquisition of HARDI ............................ 7.826
$9,098

To date, we have not recognized any impairment losses on goodwill.
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Note 7. Goodwill, Intangible Assets and Capitalized Software Costs included in Other Assets
(Continued)

Intangible Assets:

The following summarizes our intangible assets as of December 31, 2007:
Gross Carrying  Accumulated  Net Book

Amount Amortization Valae

{in thousands)
Intangible assets from HARDI acquisition subject to

amortization:

Existing technology (3years) ........ ..., $ 6,300 $(1,178) §$ 5,122

Trademarks/Trade names (Z2years) . .........ccivevnennn 400 (112) 288

Customer realtionships (Syears) . ................... .. 4,600 (516) 4,084

Non-competition agreements (Syears) . ................. 370 (42) 328
Intangible assets from purchase of technology subject to

amortization (Syears) ... ...... . it 500 (133) 367

$12,170 $(1,981)  $10,189

Amortization of intangible assets from the HARDI acquisition reflects the intangible assets
acquired as part of our purchase of products, technology, and related intangible assets from HARDI.
Intangible assets from the acquisition are expensed using the straight-line method over a period of two
to five years, reflecting their estimated useful lives. We amortize our HARDI intangibles on a
straight-line basis as follows: trademarks/trade names over 2 years, existing technology over 3 years and
customer relationships and non-compete agreements over 5 years. Amortization of existing technology
is included in cost of sales and the other intangibles amortization are included in operating expenses.

Amoaortization of intangible assets from acquisitions prior to 2007 reflects the intangible assets
acquired as part of our purchases of products and technology from IOTA and Bridges2Silicon in 2002.
Intangible assets from those acquisitions are expensed using the straight-line method over five years.

Intangible assets from the purchase of technology for use in our products are expensed using the
straight-line method over the remaining estimated economic life of the product, which is five years.

The following summarizes our actual amortization expense of intangibles for 2005, 2006 and 2007
and the estimated future amortization expense related to our intangible assets:
Actual Estimated
Years Ended or Ending December 31,
2005 2006 2007 2008 2009 2010 2011 2012

(in thousands)
Amortization of intangible assets from

acquisitions {in cost of sales) ............ $890 $890 $1,747 $2,100 $2,100 § 922 § — § —
Amortization of intangible assets from purchase

of technology (in cost of sales) . . ......... $§ — 828 100% 100% 100§ 100 § 67 § —
Amortization of intangible assets from

acquisitions (in operating expenses) . ... ... $ — 8 — 8 670 $1,194 $1,082 § 994 § 994 $436
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Note 7. Goodwill, Intangible Assets and Capitalized Software Costs included in Other Assets
(Continued)

Capitalized Software Costs included in Other Assets

The following summarizes our capitalized software costs as of December 31, 2007:

Gross
Carrying  Accumulated Net Book
Amount  Amortization Value

(in thousands) _ :
Capitalized software development costs (in other assets) . ... ....... $218 $(169) $49

Amortization of capitalized software development costs reflects the assets acquired and
incorporated into our products. These assets are expensed over the product’s estimated economic life,
generally three years. In March 2006, we exited the Structured ASIC and ASIC synthesis markets. As a
result, we recorded a write-off in accordance with SFAS 86 for certain capitalized software development
costs.

The following summarizes our actual amortization expense for 2005, 2006 and 2007 and estimated
amortization expense related to the above capitalized software assets:
Actual Estimated

Years Ended or Ending
December 31,

2005 2006 2007 2008

(in thousands) . : . :
Amortization of capitalized software development cost (in cost of license) . ... $14 $61 $94  $49

Note 8. Income Taxes

Income before income taxes consists of the following components:

Years Ended December 31,
2007 2006 2005

(in thousands)
Income before income taxes:

United States ... ... it o ..l ... 81867 $3297 $6,388

31 (=) 74+ 3,392 1,082 353

Total income before INCOmMe tAXES . . v v v v vt i e e e it e et $5,259 $4,379 $6,741
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Note 8. Income Taxes {Continued}

Provision for income taxes consists of the following:
Years Ended December 31,

2007 2006 2005
(in thousands)
Provision (benefit) for income taxes:
Current:
Federal . ... ... ... i e e e e $ 1,274 $ 476 § (4)
] 1 <P . 43 55 18
FOrEign . oot e T " 989 673 173
Total provision of income taxes .. ............. it $ 2306 351204 3187
Deferred: :
Federal . ... i ittt e e e $(6211) § — § —
o) 7% 2 =S (3,595) — —
Foreign . ... e e e (333) — —
Total deferred. ... ... ... i e e e e $(10,139) § — § —
Total Provision (benefit) forincome tax . .. ..... ... ... ... .. i $ (7,833) $1,204 $187

The provision for income taxes differs from the amount computed by applying. the statutory federal
income tax rate of 35% to income before income taxes. The sources and tax effects of the differences
are as follows:

I Years Ended December 31,

2007 2006 2005

(in tpousands) o : ‘ _

Income tax expense at US. statutoryrate . . ......c.ovvnnnennn.. $1840 $1533 §$2359
State income taxes, net of federal benefit .. ......... e U .(353) 55 18
FOreign inCOME 1aXES . . . . o\ oo ot e e e e et o (205) 673 173
Federal alternative minimum taxes .. ........... [ — 449 —
Valuation allowance . ... ... ... i i i e e s (9,486) —
Benefited losses . ....... i e e — —  (2,363)
Research credits . ....... ... . ... i it e (353) (1,886) —
Non-deductible stock compensation expense . .. ........ el 617 302 —
Other . ... ... .. e s e Ll 107 78 —

$(7,833) $1204 § 187

As of December 31, 2007, we had federal and California research and development tax credit
carryforwards of approximately $4.5 million and $5.2 million, respectively. The federal research credits
will begin to expire in the year 2011 and the California research credits carry forward indefinitely. The
company also has federal alternative minimum tax credit caryforwards of $209,000 which have no
expiration date.
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Note 8. Income Taxes (Continued)

Deferred income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets for financial reporting and the amount used for income tax purposes. Significant

components of deferred tax assets are as follows:

Years Ended
December 31,
2007 2006
(in thousands)
Deferred tax assets:
U.S. federal and state tax credit carryforwards . ... ... .. e 57964 % 8849
Capitalized research expenditures .. ............ ... ...ttt 41 64
Deferred revenue . . ... . i e e e e e 417 288
Acquisition-related items. . ... ... . L e e e 2,401 2,425
Stock COMPENSALION . . .. .. ... it i e e e e 1,467 1,093
Other ......... e e e e e e e e e e e e e 1,369 1,024
Total deferred tax a88et8 . . . . .. .t e $13,659 § 13,743
Valuation allowance ... ... ..o .o e (3,884) (13,743)
Total deferred taxes . . . ... .ottt ittt e $9775 § —
Deferred Tax Liabilities:
Foreign deferred revenue ... ... oo ii i, LD $ (489) % —
Foreign acquired intangibles . . ......... ... ... ... . ... . ..., e (2,750) $ —
Total deferred tax liabilities . ........... ... .. . ... $(3,239) § —
Net deferred ta% a55et8 . o . . vttt et et it e e e e $ 6536 § —

Realization of deferred tax assets is dependent upon future earnings, if any, the timing and amount
of which are uncertain. In December 2007, based upon the level of historical taxable income and
projections for future taxable income, we concluded that it was more likely than not that our deferred
tax assets would be realized with the exception of deferred tax assets related to stock option benefits.
The valuation allowance decreased by $9.9 million and increased by $1.3 million during 2007 and 2006,

respectively.

As of December 31, 2007, the portion of the valuation allowance which relates to stock option
benefits is approximately $3.9 miltion. Pursuant to SFAS 123R, the stock option benefits will only be

recorded to equity when they reduce taxes payable.
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Note 8. Income Taxes (Continued)

U.S. income taxes and foreign withholding taxes are not provided on undistributed earnings of
foreign subsidiaries that are considered to be indefinitely reinvested in the operations of such
subsidiaries. The amount of these earnings was approximately $830,000 at December 31, 2007. The
aggregate tax savings based on the exclusion of these earnings is $80,000.

Effective January 1, 2007, we adopted Financial Accounting Standards Interpretation No. 48,
Accounting for Uncertainty in Income Taxes-An Interpretation of FASB Statement No. 109 (“FIN 487).
The two-step process involved us to evaluate if the income tax position will more than likely not sustain
on technical merits if audited by Internal Revenue Service (“IRS”). In each of the steps, the more
likely than not threshold is assessed assuming that the taxing authority will examine the income tax
position having full knowledge of all relevant information.

As a result of our assessment, we did not recognize any adjustment to the liability for uncertain tax
positions and therefore did not record any adjustment to the beginning balance of retained earning on
the balance sheet. As of January 1, 2007 we had $3.2 million of unrecognized tax benefits.

We file income tax returns in the U.S. federal jurisdiction, California and various state and foreign
tax jurisdictions in which we have a subsidiary or branch operation. Our United States federal
corporation income tax returns beginning with the 2003 tax year remain subject to examination by the
IRS. Our California corporation income tax returns beginning with the 2002 tax year (plus any
amended tax returns) remain subject to examination by the California Franchise Tax Board. The
statutes of limitation in other state jurisdictions remain open in general from 2003 through 2007. The
major foreign jurisdictions remain open for examination in general for tax years 2002 through 2007,

Our policy is to recognize interest and penalties accrued on any unrecognized tax benefits as a
component of income tax expense. As of the date of adoption of FIN 48, we did not have any accrued
interest or penalties associated with any unrecognized tax benefits. Although timing of the resolution
andfor closure on audits is highly uncertain, the company does not believe it is reasonably possible that
the unrecognized tax benefits would materially change in the next 12 months. We have unrecognized
tax benefits of $3.9 million at December 31, 2007. Of this total, if recogmzed $3.2 mitlion will reduce
the Company’s annual effective tax rate.

The following table summarizes the activity related to our unrecognized tax benefits:

As of
December 31, 2007

(in thousands)

Balance at January 1, 2007 ... ... .. e $3,200
Increases related to current year tax positions . .......... ... ... . o oo 666
Expiration of the statute of {imitations for the assessment of taxes. .............. —
10117 o P —
Balance at December 31,2007. .. ............... P $3,866

Note 9. Net Income Per Share

Basic net income per share has been computed using the weighted-average number of shares of
common stock outstanding during the period. For purposes of computing basic net income per share,
the weighted average number of cutstanding shares of common stock excludes unvested restricted stock
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Note 9. Net Income Per Share (Continued)

awards. Diluted net income per share includes the impact of options to purchase common stock, if
dilutive and potential dilutive securities outstanding during the period. Potentially dilutive securities
include stock options and unvested restricted stock units and awards, using the treasury stock method.

The following table presents the calculation of basic and diluted net income per share:

Years Ended December 31,
2007 2006 2005

{(in thousands, except per share data)
Net iNCOME . .ottt et e e et e ettt $13,092 §$ 3,175 $ 6,554

Basic weighted-average shares:
Weighted-average shares used in computing basic net income per share 26,684 26902 26,480

Basic net income per common share . ............oviurreninn., $ 049 § 012 § 025
Diluted weighted average shares:
Basic shares (perabove) . ... ... ... ... ... 26,684 26,902 26,480
Add: Effect of dilutive stock options . . ......... ... ... ... .. ... 929 891 1,510
Effect of dilutive restricted stock units . . . ................. 2 — —
Weighted-average shares used in computing diluted net income per
share . ... e e 27,615 27,793 27,990
Diluted net income per commonshare ...............cc0vvunn.. $ 047 $ 011 § 0.23

We have excluded weighted average outstanding stock options, which aggregated 2,723,779,
3,287,717 and 2,142,923 shares from the calculation of diluted weighted average shares for 2007, 2006
and 20035, respectively, because such options were antidilutive.

Note 10. Shareholders’ Equity

Common Stock

We reserved shares of common stock for issuance as of December 31, 2007 as follows:

As of
December 31, 2007

(in millions)
Stock Options:

Options outstanding . ... ... ... .. ... 6.6
Reserved for future grants . . . ... ... ... .. e 44
Employee stock purchase plan. . . .. ... ... . . . . . 0.7
11.7

2000 Employee Stock Purchase Plan

In 2000, the Board of Directors adopted the 2000 Employee Stock Purchase Plan (the “Purchase
Plan™). A total of 666,666 shares of our common stock were initially reserved for issuance under the
Purchase Plan. The Purchase Plan permits eligible employees to purchase common stock at a discount
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Note 10. Shareholders’ Equity (Continued)

up to a maximum of 12% of their compensation through payroll deductions during defined offering
periods. The Purchase Plan is implemented in a series of overlapping 24 month offering periods, and
each offering period consists of four six-month purchase periods. The price at which stock is purchased
under the Purchase Plan is equal to 85% of the fair market value of the common stock on the first day
of the offering period or the last day of the purchase period, whichever is lower. In addition, the
Purchase Plan provides for annual increases in the number of shares available for issuance under the
Purchase Plan on the first business day of each year, equal to the lesser of 666,666 shares, 2% of the
outstanding shares of common stock on the last day of the prior fiscal year or such amount as may be
determined by the Board. The Purchase Plan will terminate in April 2010.

During 2007, 2006 and 2005 we issued 258,621, 280,455 and 334,320 shares, respectively, of our
common stock under the Purchase Plan.

Stock Options

As described below, we have two stock option plans (collectively, the “Option Plans”) under which
incentive stock options and/or non-qualified options may be granted to our employees, consultants and
directors. Options are granted under the Option Plans at prices not less than the fair value on the date
of the grant. Stock options to new employees generally vest and become exercisable in the amount of
25% of the total number of shares after one year and on a ratable basis over the subsequent
36 months. The options generally expire in ten years. However, in the case of incentive stock options
granted to an optionee who, at the time the option is granted, owns stock representing more than 10%
of the voting power of any class of our stock, the term of the option is five years from the date of grant
and the per share exercise price is 110% of the fair market value on the date of grant.

In 2000, our Board of Directors adopted the 2000 Stock Option Plan (the “2000 Plan’) and
authorized an initial amount of 2,666,666 shares of common stock for grant under the 2000 Plan. The
authorized shares available for issuance increase on the first business day of each year by the lesser of
2,333,333 shares, 5% of the outstanding shares of common stock on the last day of the prior fiscal year
or such amount as may be determined by our Board. The 2000 Plan will terminate in April 2010 unless
terminated earlier according with the provisions of the 2000 Plan.

In March 2007, our Board of Directors approved our amendment and restatement of the 2000
Plan, which was approved by our Shareholders in May 2007, permits the award of restricted stock,
restricted stock units, stock appreciation rights, and performance shares.

In 2000, our Board of Directors adopted the 2000 Director Option Plan (the “Director Plan”) and
authorized an initial amount of 100,000 shares of common stock for grant under the Director Plan,
Each non-employee director who does not own, or represent a party who owns, 1% or more of our
outstanding common stock is automaticaily granted a non-qualified stock aption to purchase 40,000
shares of common stock on the date on which such person first becomes a director. At the first board
meeting following each annual shareholders meeting, each non-employee director then in office for at
least six months is automatically granted a non-qualified option to purchase an additional 10,000 shares
of common stock. The Director Plan will terminate in April 2010, unless terminated earlier in
accordance with the provisions of the Director Plan. In addition, the Director Plan provides for annual
increases in the number of shares available for issnance on the first business day of each year equal to
the lesser of 100,000 shares, 0.15% of the outstanding shares of common stock on the last day of the
prior fiscal year or such amount as may be determined by our Board.
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Note 10, Shareholders’ Equity (Continued)
Stock options activity for the three years ended December 31, 2007 is discussed in Note 5.

The following table summarizes information about all stock options outstanding at December 31,
2007:

Options Outstanding Options Exercisable °
Weighted-Average '
Remaining
Number Contractual Weighted Average Number Weighted Average

Range of Exercise Prices Outstanding Term (in years) Exercise Price  Exercisable Exercise Price
8090 -83.75 ... ...l 759,851 2.7 $279 759,851 $ 279
$377-8490 .. ... . ... 988,702 6.25 $ 4.82 832,589 $ 4.81
$495-8530.......... . ..., 758,700 5.47 $ 513 671,181 $ 512
$531-8570 . ... .. ... 994,827 7.54 $ 555 469,160 $ 553
$572-8623 ... .. ... ... 684,257 5.67 $ 593 521,818 ¥ 5.9
$6.24 - 8651 ... ... ... ... 668,052 6.31 $ 641 403,620 $ 6.43 .
$6.52-87.76 .. ... ... .. 672,460 7.48 $ 6.80 259,140 $ 7.03
§7.85-81090 . ............... 696,928 3.67 $ 9.30 660,957 $9.33
$11.00-81707 ............... 315,717 306 $12.82 315,717 $12.82
$1806-831806 ............... 12,000 3.16 $18.06 12,000 $18.06

$0.90 - $18.06 ... ... ... T 6,551,494  5.69 $610 4906033  $6.14

Note 11. Commitments and Contingencies
Operating lease

We lease our corporate facility in Sunnyvale, California and lease a number of sales or
development offices in various states as well as in certain other countries. Our current corporate facility
lease in Sunnyvale, California, was renewed for six additional years and will expired in 2013.
Additionally, a number of our other leases contain various renewal options, We also have operating
leases for computers and office equipment and we have purchase commitments primarily related to
software and telephone services.

Rent expense was $2.8 million for 2007, and $2.7 million for 2006 and 2005, respectively.
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Note 11. Commitments and Contingencies (Continued)
Future Payments

Our future minimum payments are as follows;

Operating Purchase

Years Leases Commitments* Total

(in thousands) )

2008 .. e e e $ 2,688 $750 $ 3,438
2000 L e e e e e e 2,249 20 2,269
2010 ... ... L 1,893 — . 1,893
7 1 1 1,909 — 1,909
202 e e e e 1,929 — 1,929
Thereafter . ... e e e 961 — 961
Total minimum payments required . . . . .. .. .. vvvvnenenan.u.. $11,629 $770 $12,399

*  Purchase obligations primarily relating to marketing and sales activities, exclude agreements that

are cancelable without penalty.

Contingent Consideration

The acquisition includes $5.4 million of contingent consideration currently held as restricted cash,
which is payable in two equal increments, at the end of 13 and 25 months from June 1, 2007, subject to
the achievement of certain revenue targets from the sale of HAPS systems. Any payment made upon
achievement of targets will increase the total purchase consideration and result in a corresponding

increase in goodwill. This cash appears on our consolidated balance sheet as restricted cash.

Legal Proceedings

"From time to time, we have been subject to legal proceedings and claims in the ordinary course of
business. We are not currently aware of any legal proceedings or claims that we believe will have,
individually or in the aggregate, a material adverse effect on our business, results of operations or

financial condition.
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Note 12. Industry and Geographic Segment Information

The following table presents sales to external customers and long-lived assets by geographic areas:

Years Ended December 31,

2007 2006 2005
(in thousands)
Total revenue:
JAVTS) 0 W= V1 1) ¢ vr: A AN $42,075 $34,761 $35,515
Japan . ... ... i 7,992 9,931 10,615
Europe, Middle East. . . .. .. ... ... . i 12,010 10,565 10,528
RESt OF ASIA . oottt e e e e e e e e 9089 7286 5277

$71,166 $62,543 $61,935

Long-Iived assets (at period end):

NOME AMEIICA « « v v vttt e et e e e e ettt et e et e e $ 2059 $1903 $ 2,106
Japan. ... e e 88 66 90
Europe, Middle East . . . ....... ... ... i 2. 90 - 104
Rest of Asia . . ... .o e e e e 768 413 363

$ 3206 $2472 § 2,663

Revenue by geographic area and long-lives assets are based on the location of the customer.

Note 13. Deferred Compensation Plan

We have an Executive Nonqualified Excess Plan which provides an opportunity for selected
participants 1o save for retirement in excess of qualified retirement plan limitations by deferring
compensation on a pre-tax basis. Eligible participants are limited to highly compensated employees and
officers, and the total number of participants shall not exceed 10% of the total number of our
employees. A participant may defer up to 100% of his or her annual income on a pre-tax basis. As of
December 31, 2007, the invested amounts under the Deferred Plan were $328,000 and were recorded
as other assets in our consolidated balance sheets. As of December 31, 2007, we recorded $351,000 as
other liabilities to recognized undistributed deferred compensation due to eligible participants.

Note 14. Employee Benefit Plan

We have a 401(k) Plan in which all United States employees who are age 21 or over are eligible to
participate. Participants may defer up to 15% of their gross salary into the 401(k) Plan, subject to
certain 401(k) Plan restrictions. We provide matching contributions, which we expense, of 50% of the
first 4% contributed by the participants up to a maximum of $1,500 per employee per year, which vests
25% per year over a 4-year period and record an expense for our company matched portion. 401(k)
expenses were $226,000, $187,000 and $148,000 for 2007, 2006 and 2005, respectively.
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VALUATION AND QUALIFYING ACCOUNTS

Additions Amounts
Balance at Charged (Written Off), Balance at
Beginning of  (Credited) to * Net of End of
Period Expenses Recoveries Period
(in thousands)
Allowance for Doubtful Accounts as of
December 31:
2007 . . e e $ 128 $ 79 $28) § 179
2006 . . e e, $ 128 L Y| $(31) $ 128
2005. . . $ 113 $ 15 $ — $ 128
Valuation Allowance for Deferred Tax Assets as of
December 31:;
2007 . e e e $13,743 $(9,859) $ — $ 3,884
2006. ... e e e $12,477 $ 1,206 $— $13,743
2005 (Revised) . ....... ... .. . oL, $13,611 $(1,134) $ — $12.477
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EXPLANATORY NOTE

This Amendment No. 1 on Form 10-K/A (this “Amendment”) amends Synplicity, Inc.’s (the
“Company’s”) Annual Report on Form 10-K for the year ended December 31, 2007, originally filed on
March 17, 2008 (the “Original Filing”}. The Company is re-filing Part III to include information
required by Items 10, 11, 12, 13 and 14. Accordingly, reference to the Company’s Proxy Statement on
the cover page has been deleted. In addition, pursuant to the rules of the Securities and Exchange
Commission, the Company is including with this Amendment certain currently dated certifications.

Except as described above, no other changes have been made to the Original Filing. This
Amendment continues to speak as of the date of the Original Filing, and the registrant has not
updated the disclosures contained therein to reflect any events that occurred subsequent to the date of
the Original Filing. The filing of this Form 10-K/A is not a representation that any statements
contained in items of Form 10-K other than Part III, Items 10 though 14 are true or complete as of
any date subsequent to the Original Filing.

“Synplicity,” “we,” “us” or “the Company” refers to Synplicity, Inc.




PART II1
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS, AND CORPORATE GOVERNANCE

Directors

The following table sets forth the name and age of our directors as of March 31, 2008, the
principal occupation of each and the period during which each has served as a director of Synplicity.
Information as to the stock ownership of each of the Synplicity directors and all of the Synplicity
current executive officers as a group is set forth below under “Security Ownership of Certain Beneficial
Owners and Management.” ~

Name Principal Occupation Age  Director Since

Prabhu Goel........... Prabhu Goel has served as chairman of IPNI, a 59 1996
wholly owned subsidiary of Tech Mahindra, an '
information technology services and solutions
company, since February 2007. From October 1998 to
January 2007, Dr. Goel served as chairman of iPolicy
Networks, Inc., a network security products company,
whose assets were acquired by Tech Mahindra in
January 2007. From October 1998 to December 2004,

Dr. Goel also served as chief executive officer of
iPolicy. From April 2001 to June 2006, Dr. Goel
served as chairman and chief executive officer of
Tharas Systems, Inc., an electronic design automation
company recently acquired by Eve Inc. Dr. Goel
holds Masters of Science and Doctorate degrees in
Electrical Engineering from Carnegie Mellon
University.

Kenneth S. McElvain . ... Kenneth S. McElvain, one of Synplicity’s co-founders, 48 1994
has served as Synplicity’s chief technology officer, vice
president and director since its inception.
Mr, McElvain also served as president from inception
to January 1996, and chief executive officer from
January 1996 to July 1997. Mr. McElvain holds a
Bachelor of Arts degree in Mathematics and a
Bachelor of Science degree in Computer Science
from Washington State University.

Gary Meyers .......... Gary Meyvers has served as Synplicity’s president and 43 2005
chief executive officer since October 2004, and as
president and chief operating officer between August
2004 and October 2004. Mr. Meyers became a
director in January 2005. Mr. Meyers served as
Synplicity’s vice president of worldwide sales from
November 1999 to August 2004, vice president of
north american sales from January 1999 to November
1999, and western area sales manager from January
1998 to January 1999. Mr. Meyers holds a Bachelor
of Science degree in Electrical Engineering from the
University of Maryland and a Masters of Business
Administration degree from the University of
California at Los Angeles.




Name

Dennis Segers

Thomas Weatherford .

Paul Weiskopf

Principal Occupation Age

Dennis Segers has served as chief executive officer of 55
Tabula, Inc., a privately held fabless semiconductor
company since May 2006. From January 2006 to May
2006, Mr. Segers was an entrepreneur in residence at
Benchmark Capital Partners, an early stage venture
capital firm. From September 2001 to January 2006,
MTr. Segers served as chief executive officer and
president of Matrix Semiconductor, Inc., a fabless
semiconductor company, and served on Matrix's
board of directors from February 1999 to January
2006, when Matrix was acquired by SanDisk
Corporation. Mr. Segers holds a Bachelor of Science
degree in Electrical Engineering from Texas A&M
University. '

Thomas Weatherford has been a consultant and 61
private investor since January 2003. From 1997 to
December 2002, M. Weatherford served as executive
vice president and chief financial officer of Business
Objects, S.A., a provider of business intelligence
software. He currently serves on the boards of
directors of Tesco Corporation, a global provider of
technology-based solutions to the upstream energy
industry, SMART Modular Technologies

(WWH), Inc., an independent designer, manufacturer
and supplier of value added systems to original
equipment manufacturers, Advanced Analogic
Technologies, Inc., a provider of power management
semiconductor products for the communications,
computing, and consumer portable and personal
electronics, Mellanox Technologies, a supplier of
semiconductor-based preducts that facilitate data
transmission between servers, communications
infrastructure equipment and storage.systems, and
InfolUUSA, Inc., a provider of business and consumer
databases for sales leads and mailing lists.

Mr. Weatherford holds a Bachelor of Business
Administration degree from the University of
Houston,

Paul Weiskopf has served as vice president of 41
corporate development of Adobe Systems
Incorporated, a software development company, since
March 2005. From November 2000 to March 2005,
Mr. Weiskopf served as vice president, strategy and
corporate development for Hewlett Packard
Company, a manufacturer of computers and
computer peripherals equipment. Mr. Weiskopf holds
a Bachelor of Arts degree in International Political
Economy and a Masters of Business Administration
degree from the University of California at Berkeley.

Director Since

2002

2003

2007




Name

AlisaYaffa............

Principal Occupation Age

Alisa Yaffa, one of Synplicity’s co-founders, has 44
served as chairwoman of the board of directors, vice
president of intellectual property and secretary since
March 1997, October 1998 and inception,
respectively. Ms. Yaffa also served as Synplicity’s
chief executive officer from inception to January 1996
and president from January 1996 to July 1997. From
inception to October 1998, Ms. Yaffa served as
Synplicity’s chief financial officer. Ms. Yaffa holds a
Bachelor of Arts degree in Applied Mathematics and
Computer Science from the University of California
at Berkeley.

Director Since

1994

Kenneth S. McElvain and Alisa Yaffa are married. Other than this family relationship, there are
no family relationships between any directors or executive officers of Synplicity, Inc.

Executive Officers

The following table sets forth the name and age of our executive officers as of March 31, 2008, the
principal occupation of each and the period during which each has served as an employee of Synplicity.
Information as to the stock ownership of each of the Synplicity directors and all of the Synplicity
current executive officers as a group is set forth below under “Security Ownership of Certain Beneficial

Owners and Management.”

Name

Gary Meyers ..........

Kenneth S. McElvain . . ..

Principal Occupation Age

Gary Meyers has served as Synplicity’s president and 43
chief executive officer since October 2004, and as
president and chief operating officer between August
2004 and October 2004. Mr. Meyers became a
director in January 2005. Mr. Meyers served as
Synplicity’s vice president of worldwide sales from
November 1999 to August 2004, vice president of
north american sales from January 1999 to November
1999, and western are¢a sales manager from January
1998 to January 1999. Mr. Meyers holds a Bachelor
of Science degree in Electrical Engineering from the
University of Maryland and a Masters of Business
Administration degree from the University of
California at Los Angeles.

" Kenneth S. McElvain, one of Synplicity’s co-founders, 48

has served as Synplicity’s chief technology officer, vice
president and director since its inception.

Mr. McElvain also served as president from 1994 to
January 1996, and chief executive officer from
January 1996 to July 1997. Mr. McElvain holds a
Bachelor of Arts degree in Mathematics and a
Bachelor of Science degree in Computer Science
from Washington State University.

Present
Position Since

2004

1994



Name

Alisa Yaffa.....

John J. Hanlon . .

Andrew Dauman

Principal Occupation

Alisa Yaffa, one of Synplicity’s co-founders, has
served as chairwoman of the board of directors, vice
president of intellectual property and secretary since
March 1997, October 1998 and inception, respectively.
Ms. Yaffa also served as Synplicity’s chief executive
officer from inception to January 1996 and president
from January 1996 to July 1997. From inception to
October 1998, Ms. Yaffa served as Synplicity’s chief

_ financial officer. Ms. Yaffa holds a Bachelor of Arts

degree in Applied Mathematics and Computer
Science from the University of California at Berkeley.

John J. Hanlon joined Synplicity as senior vice
president and chief financial officer in October 2005.
Mr. Hanlon served as executive vice president and
chief financial! officer at Accelrys, Inc./
Pharmacopeia, Inc. from June 2002 to January 2005,
From August 2000 to March 2002, Mr. Hanlon was
chief financial officer at DCTI. From September 1988

.to May 2000, Mr. Hanlon was senior vice president

and chief financial officer, at Personic Software.
Previously, Mr. Hanlon was senior vice president,
chief financial officer and treasurer, at MDL
Information Systems for 10 years and also spent

9 years in public accounting at Coopers &
Lybrand, LLP. Mr, Hanlon holds a Bachelor of
Science degree in Accounting from California State
University, Hayward, and is a Certified Public
Accountant.

Andrew Dauman was promoted to senior vice
president of worldwide engineering, in September

+2005. In this role Mr. Dauman oversees our global

engineering team to ensure continuous quality
improvements, Mr, Dauman joined Synplicity in
August 1994 as our third employee and served as vice
president, worldwide engineering between May 2005
and September 2005. Mr, Dauman also held various
positions from CAE manger to vice president of
corporate applications engineering from June 1996 to
May 2005. Prior to joining Synplicity, Mr. Dauman
was a member of the AutoLogic ASIC synthesis team
at Mentor Graphics Corporation. Before Mentor
Graphics, Mr. Dauman worked as a CPU designer at
Prime Computer, Inc. and Raytheon Company.

Mr. Dauman holds a Bachelor of Science degree in
Electrical Engineering from Boston University.

60

46

Present
Position Since

1994

2005

2005




Present
Name Principal Occupation Age Position Since

Andrew Haines ........ Andrew Haines was promoted to senior vice 58 2005

. president of marketing in September 2005.
Mr. Haines re-joined Synplicity as vice president of
marketing in September 2004. Mr. Haines served as
vice president of operations of Catalytic Inc. from
January 2004 to September 2004 and senior vice
President of marketing of ARC International from
October 2002 to October 2003. Mr. Haines originally
joined us in November 1996 as our vice president of
marketing and remained in that capacity until
September 2002, when he departed to pursue
interests in the semiconductor intellectual property
industry. Before joining Synplicity in 1996,
Mr. Haines was president and founder of Page Mill
Marketing. Mr. Haines holds a Bachelor of Science in
Physics from the University of Wisconsin.

James Lovas........... James Lovas joined Synplicity in 1999 and has served 47 2006
as vice president, worldwide sales since January 2006.
In this role, Mr. Lovas’ responsibilities include
managing our worldwide sales team, pursuing our
worldwide sales objective, continuing our successful
penetration into the ASIC verification and DSP
markets, and expanding our leading market share
position in FPGA synthesis. Mr. Lovas also held
various positions from senior account manager to vice
president North American sales from January 1999 to
October 2004. Prior to joining Synplicity, Mr. Lovas
was the eastern area director at Summit Design, and
also held senior sales and AE manager positions at
Zycad Corporation. Mr. Lovas began his career as an
ASIC designer at ITT Avionics. Mr. Lovas holds a
BSEE from the New Jersey Institute of Technology,
where he graduated Summa Cum Laude, and an
MSCS from the Steven’s Institute of Technology.




Beard and Committee Meetings

The Synplicity board of directors held 12 meetings during 2007. During 2007, the board of
directors had standing audit, compensation, nominating and corporate governance, and stock option
committees. The Synplicity board of directors has determined that Messrs. Goel, Segers, Weatherford
and Weiskopf are “independent,” as that term is used in Item 7(d)(3)(iv) of Schedule 14A under the
1934 Act, and that each member of the audit committee, compensation committee, and nominating and
corporate governance committee meets the independence standards of Rule 4200(a){15) of the Nasdag
Stock Market. Synplicity does not have a policy with respect to director attendance at annual meetings.
Three of the Synplicity directors attended the 2007 annual meeting of shareholders. All of the directors
with the exception of Prabhu Goel attended at least 75% of the meetings of the board of directors and

any applicable committee.

Date of Meetings
Committee Inception Members During 2007 Committee Functions Held in 2007
Audit 2000  Dennis Segers Reviews internal accounting Six
Scott J. Stallard* procedures
Thomas Weatherford Appoints independent registered
Paul Weiskopf public accounting firm
Reviews results of independent audit
Determines investment policy and
oversees its implementation
Compensation 2000  Prabhu Goel Administers Synplicity’s stock plans Six**
Scott J. Stallard* Determines compensation of executive
. Thomas Weatherford officers and directors
Paul Weiskopf Reviews general policies relating to
: compensation and benefits
Nominating 2002  Prabhu Goel Recommends nomination of board Three
and Corporate Dennis Segers members
Governance Scott J. Stallard* Assists with succession planning for
Paul Weiskopf executive management positions
Recommends governance guidelines
Stock Option 2001 Kenneth S. McElvain  Reviews and grants stock options Eleven***

Gary Meyers
Alisa Yaffa

under the 2000 Stock Option Plan
to new and existing non-executive
employees

*  Mr, Stallard resigned from the audit, compensation and nominating and corporate governance
committees and from the board of directors in August 2007. Mr. Weiskopf has served on the board
of directors and the audit, and nominating and corporate governance committees of the board of
directors since July 2007. He has also served on the compensation committee of the board of

directors since October 2007.

** The compensation committee also acted by unanimous written consent once in 2007.

*** The stock option committee alse acted by unanimous written consent twice in 2007,

Audit Committee

The Synplicity board of directors adopted a written charter for the audit committee in September
2000, which was last amended in March 2007. The audit committee currently consists of Messrs. Segers,
Weatherford and Weiskopf. The Synplicity board of directors has determined that Mr. Weatherford, the




chairman of the audit committee, is an “audit committee financial expert,” as defined in the rules of
the Securities and Exchange Commission. A copy of the charter for the audit commitiee is available at
http://investor.synplicity.com/governance/charters.cfm.

Compensation Committee

The Synplicity board of directors adopted a written charter for the compensation committee in
September 2000, which was last amended in March 2007. The compensation committee currently
consists of Messts. Goel, Weatherford and Weiskopf. None of the current members of the
compensation commitiée is an employee of Synplicity. A copy of the charter for the compensation
committee is available at http://investor.synplicity.com/governance/charters.cfm.

Nominating and Corporate Governance Committee

The Synplicity board of directors formed a nominating committee and adopted a written charter in
December 2002. The board of directors renamed the nominating committee to become the nominating
and corporate governance committee and adopted the revised written charter in March 2007. The
nominating and corporate governance committee currently consists of Messrs. Goel, Segers and
Weiskopf. None of the current members of the nominating and corporate governance committee is an
employee of Synplicity. A copy of the charter for the nominating and corporate governance commitiee
is available at http://investor.synplicity.com/governance/charters.cfm.

Strategic Transactions Committee

The board of directors formed the strategic transactions committee on January 6, 2008. The
committee is not a standing committee of the board of directors and does not have a formal charter.
The strategic transactions committee was established to review and evaluate proposed strategic
transactions involving Synplicity and to make recommendations to the board of directors. The strategic
transactions committee currently consists of Messrs. Meyers and Weiskopf and Ms. Yaffa. In 2008, the
strategic transactions committee met eight times.

Policy for Director Recommendations and Nominations

The nominating and corporate governance committee considers candidates for board membership
suggested by members of the board of directors, management and shareholders. It is the policy of the
nominating and corporate governance committee to consider recommendations for candidates to the
board of directors from shareholders who hold not less than 1% of the outstanding shares of Synplicity
and have held such common stock continuously for at least 12 months prior to the date of the
submission of the recommendation. The nominating and corporate governance committee will consider
persons recommended by the shareholders in the same manner as a nominee recommended by the
board of directors, individual board members or management.

In addition, shareholders may nominate a person directly for election to the board of directors at
an annual meeting of shareholders provided such sharcholders provide information to all Synplicity
shareholders about the nominee that meets the requirements set forth in Synplicity’s bylaws and the
rules and regulations of the Securities and Exchange Commission related to shareholder proposals.

Where the nominating and corporate governance committee has either identified a prospective
nominee or determines that an additional or replacement director is required, the nominating and
corporate governance committee may take such measures that it considers appropriate in connection
with its evaluation of a director candidate, including candidate interviews, inquiry of the person or
persons making the recommendation or nomination, engagement of an outside search firm to gather
additional information, or reliance on the knowledge of the members of the committee, the board or
management. In its evaluation of director candidates, including the members of the board of directors
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eligible for re-election, the nominating and corporate governance committee considers a number of
faciors, including the following:

* the current size and composition of the board of directors and the needs of the board of
directors and the respective committees of the board; and

+ factors as judgment, independence, character and integrity, age, area of expertise, diversity of
experience, length of service and potential conflicts of interest,

The nominating and corporate governance committee has also specified the following minimum
qualifications that it believes must be met by a nominee for a position on the board:

* the highest personal and professional ethics and integrity;

» proven achievement and competence in the nominee’s field and the ability to exercise sound
business judgment;

» complementary skills to those of the existing board members;

* the ability to assist and support management and make significant contributions to Synplicity’s
success; and

+ an understanding of the fiduciary responsibilities that is required of a member of the board and
the commitment of time and energy necessary to diligently carry out those responsibilities.

In connection with its evaluation, the nominating and corporate governance committee determines
whether it will interview potential nominees. After completing the evaluation and review, the
nominating and corporate governance committee approves the nominees for election to the board of
directors.

Code of Ethics

The board of directors has adopted a Code of Ethics that is applicable to all Synplicity senior
executive and principal financial officers subject to Section 16 of the Exchange Act of 1934, as
amended, or the 1934 Act. A copy of the Code of Ethics is available at http://investor.synplicity.com/
governance/ethics.cfm. The board of directors has also adopted a Code of Business Conduct and Ethics
that is applicable 1o all Synplicity employees, officers and directors and to certain of its agents,
contractors and consultants. A copy of the Code of Business Conduct and Ethics is available at
http://investor.synplicity.com/governance/conduct.cfm. These codes are intended to deter wrongdoing
and promote ethical conduct by Synplicity directors, officers, employees, agents, consultants and
contractors.

Compensation Committee Interlocks and Insider Participation

The compensation committee is responsible for determining salaries, incentives and other forms of
compensation for executive officers and recommendations for other employees, as appropriate.
Mr. Meyers, Synplicity’s president and chief executive officer, makes presentations and
recommendations regarding salaries and incentives for executive officers other than himself but does
not participate in any deliberations regarding salaries and incentive compensation for Synplicity officers.
No interlocking relationship exists between any member of the compensation committee and any other
member of the board of directors or compensation committee.
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SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the 1934 Act requires Synplicity’s officers and directors, and persons who own
more than 10% of a registered class of Synplicity’s equity securities, to file reports of ownership and
changes in ownership with the Securities and Exchange Commission and the National Association of
Securities Dealers, Inc. Executive officers, directors and greater than 10% shareholders are required by
Securitiés and Exchange Commission regulations to furnish Synplicity with copies of all Section 16(a)
forms they file. Based solely on Synplicity’s review of the copies of such forms that it has received, or
written representations from reporting persons, Synplicity believes that during 2007, all executive
officers, directors and greater than 10% shareholders complied with all applicable filing requirements. .
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REPORT OF THE AUDIT COMMITTEE OF THE BOARD OF DIRECTORS

The audit committee, which currently consists of Messrs. Segers, Weatherford and' Weiskopf,
evaluates audit performance, manages relations with our independent registered public accounting firm
and evaluates policies and procedures relating to internal accounting functions and controls. The board
of directors adopted a written charter for the audit committee in September 2000 and most recently
amended it in March 2007, which details the responsibilities of the audit committee. This report relates
to the activities undertaken by the audit committee in fulfilling such responsibilities.

The audit committee members are not professional accountants or auditors, and their functions are
not intended to duplicate or to certify the activities of management and the independent registered
public accounting firm. The audit committee oversees Synplicity’s financial reporting process on behalf
of the board of directors. Synplicity’s management has the primary responsibility for the financial
statements and reporting process, including Synplicity’s systems of internal controls over financial
reporting. In fulfilling its oversight responsibilities, the audit committee reviewed with management the
audited financial statements included in Synplicity’s Annual Report on Form 10-K for the year ended
December 31, 2007. This review included a discussion of the quality and the acceptability of Synplicity’s
financial reporting and controls, including the clarity of disclosures in the financial statements. The
audit committee has also discussed with management and Synplicity’s independent registered public
accounting firm the effectiveness of Synplicity’s internal controls over financial reporting as of
December 31, 2007. )

The audit committee also reviewed with Synplicity’s independent registered public accounting firm,
who is responsible for expressing an opinion on the conformity of Synplicity’s audited financial
statements with generally accepted accounting principles, its judgments as to the quality and the
acceptability of Synplicity’s financial reporting and such other matters required to be discussed with the
audit committee under generally accepted auditing standards in the United States including Statement
on Auditing Standards No. 61, as amended. The audit committee further discussed with Synplicity's
independent registered public accounting firm the overall scope and plans for its audits, The audit
committee meets periodically with the independent registered public accounting firm, with and without
management present, to discuss the results of the independent registered public accounting firm’s
examinations and evaluations of Synplicity’s internal controls, and the overall quality of Synplicity’s
financial reporting.

The Sarbanes-Oxley Act of 2002 and the auditor independence rules of the Securities and
Exchange Commission require all issuers obtain pre-approval from their respective audit committees in
order for their independent registered public accounting firms to provide professional services without
impairing independence. As such, the audit committee has a policy and has established procedures by
which it pre-approves all audit and other permitted professional services to be provided by Synplicity’s
independent registered public accounting firm. From time to time, Synplicity may desire additional
permitted professional services for which specific pre-approval is obtained from the audit committee
before provision of such services commences. The audit committee has considered and determined that
the provision of the services other than audit services referenced above is compatible with maintenance
of the auditors’ independence.
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In reliance on the reviews and discussions referred to above, the audit committee recommended to
the board of directors and the board has approved that the audited financial statements and disclosures
under “Management’s Discussion and Analysis of Financial Condition and Results of Operations” be
included in the Annual Report on Form 10-K for the year ended December 31, 2007 and be filed with
the Securities and Exchange Commission.

Respectflil]y submitted by:
THE AUDIT COMMITTEE

Dennis Segers
Thomas Weatherford
Paul Weiskopf
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REPORT OF THE COMPENSATION COMMITTEE OF THE BOARD OF DIRECTORS

The. compensation committee is responsible for discharging the responsibilities of the board with
respect to compensation of Synplicity’s executive officers. The compensation committee sets
performance goals and objectives for the chief executive officer and the other executive officers,
evaluates their performance with respect to those goals and sets their compensation. All decisions with
respect to executive and director compensation are approved by the compensation committee, The
compensation committee also provides guidance with respect to general compensation goals and
philosophies for non-executive employees.

The compensation committee is responsible for administering all of Synplicity’s equity-based plans.
The board, however, has authorized the stock option committee to grant individual stock awards to
non-executive employees in accordance with its guidelines. The compensation committee also
periodically reviews compensation and equity-based plans and makes its recommendations to the board
with respect to these areas. .

The compensation committee has reviewed and discussed the Compensation Discussion and
Analysis for the year ended December 31, 2007 with management. In reliance on the reviews and
discussions referred to above, the compensation committee recommended to the board, and the board
has approved, that the Compensation Discussion and Analysis be included in the proxy statement for
the year ended December 31, 2007 for filing with the SEC.

Respectfully submitted by:
THE COMPENSATION COMMITTEE

Prabhu Goel
Thomas Weatherford
Paul Weiskopf
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ITEM 11. EXECUTIVE COMPENSATION
COMPENSATION DISCUSSION AND ANALYSIS

Overview

The compensation committee of our board of directors is responsible for establishing,
implementing and monitoring adherence with our compensation philosophy. The committee seeks to
ensure that the total compensation paid to the executive officers is fair and reasonable. Currently, we
have seven executive officers. Details of our 2007 compensation for our chief executive officer, chief
financial officer and the three other most highly compensated executive officers, which we refer to as
the named executive officers, can be found in the Summary Compensation Table on page 26 of this
Annual‘Report on Form 10-K/A. The types of compensation and benefits provided to our named
executive officers are similar to those provided to our other executive officers and employees.

This section describes our compensation program for our executive officers, The discussion focuses
on our executive compensation policies and decisions and the most important factors relevant to an
analysis of these policies and decisions. We address why we believe our compensation program is
appropriate for us and our shareholders, and we explain how executive compensation is determined.

In 2007, our compensation committee held six meetings and acted by written consent once. Gary
Meyers, our chief executive officer, was never present when his compensation or performance was
discussed. Typically, the compensation committee conducts its review of the annual compensation of
our executive officers starting in January of each year. However, as of the filing of this Annual Report
on Form 10-K/A, the 2008 annual review for Mr. Meyers had not been completed.

Compensation Philosophy and Design

Synplicity’s executive compensation program is designed to align the interests of its executives with
the interests of its sharcholders by creating a performance-oriented environment that rewards
performance related to Synplicity’s goals. Synplicity’s executive compensation program is also designed
to attract and retain qualified executives in the highly competitive high technology marketplace in
which Synplicity competes. In this regard, the levels and types of executive compensation that constitute
Synplicity’s executive compensation packages, which are established by the compensation committee,
are designed to be consistent with those available to executives at other companies in our industry. In
particular:

* We base our compensation on the level of job responsibility, individual performance, and
company performance. As an executive progresses to higher levels in the organization, an
increasing proportion of his or her pay is linked to company performance through variable pay
programs and stock option awards.

s We reflect in our compensation programs the market compensation of the job in similarly
situated companies in our industry. To attract and retain highly skilled executives, we must
remain competitive with the compensation package of other high technology employers who
compete with us for talent.

* We develop and administer our compensation programs to foster the long-term executive
retention required for success in our industry.

Our executive compensation programs consist of both annual and long-term components, which
are considered together in assessing whether the program is attaining its designed objectives. Synplicity
has allocated these compensation components in a manner that the compensation committee believes
supports and enhances Synplicity’s long-term success and profitability. This balanced approach uses the
short-term and long-term incentives increasingly at higher levels of responsibility where individuals have
the greatest influence on Synplicity’s strategic direction and results over time. Under Synplicity’s plans,
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individual and company performance above targeted objectives result in increased total compensation,
while performance below targeted objectives result in decreased total compensation.

In 2005, the compensation committee recommended and the board approved the adoption of a
variable incentive pay plan (“VIPP”) to base a portion of employee compensation (for both executives
and non-executives) on achievement of specific company goals which include quarterly revenue targets,
operating income targets and other specific company objectives. In January 2008 the VIPP was
amended. The terms of the VIPP are more fully discussed below.

In 2007, the compensation committee recommended and the board of directors approved the
adoption of a bonus plan (the “Officer Bonus Plan”} to provide cash bonus rewards to certain
executive officers for their contributions to the Company’s success based on the chief executive officer’s
judgment. ‘

During 2007, the compensation committee did not engage outside consultants to review the
Company’s compensation plans or arrangements. However, to assist the compensation committee in its
review of executive compensation, the chief executive officer reviewed compensation data compiled
from proxy statements from companies selected as a “peer group” for executive compensation analysis
purposes, and used this data in his recommendations to the compensation committee. The peer group
consists of technology companies generally considered comparable to Synplicity in size and relative
performance, with an emphasis on electronic design automation software and semiconductor
companies. The annual revenues of the companies in the peer group ranged from $32 million to
$144 million. We believe these companies accurately reflect the business and labor market in which
Synplicity competes although our compensation committee may elect to add or remove companies in
future determinations.

Objectives of Our Compensation Program for Executive Officers

The fundamental objective of our executive compensation and benefits program is to maximize
shareholder value over time. The following principles guide our compensation decisions:

* We seek to maintain compensation programs across our employee population that are fair,
objective and consistent.

* We seek to directly and substantially link compensation to corporate and individual performance.

* We seek to link long-term shareholder and executive interests through the grant of equity
awards to our executive officers.

In determining each executive officer’s compensation, our compensation committee reviews our
corporate financial performance and financial condition and assesses the performance of the individual
executive officers. Our compensation committee also considers the chief executive officer’s
recommendations on compensation for other executive officers and consults with the board of directors.

Composition of Our Compensation Committee

Our compensation committee is appointed by our board, and consists entirely of directors who are
“outside directors” for purposes of Section 162(m) of the Internal Revenue Code of 1986, as amended,
or the “Code”, “non-employee directors” for purposes of Rule 16b-3 under the 1934 Act, and
independent directors under the rules of the NASDAQ Global Market. Our compensation committee is
comprised of Prabhu Goel, Dennis Segers.and Paul Weiskopf and is chaired by Mr. Goel. Our
compensation committee reviews and makes recommendations to our board and, subject to the
approval of our board, is responsible for establishing the executive compensation packages offered to
our named executive officers and all of our other executive officers.
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Role of Executive Officers in Compensation Decisions

In determining each executive officer’s compensation, the compensation committee reviews our
operating results and financial condition and assesses the performance of each executive officer. The
compensation committee also receives from our chief executive officer a performance review of each
executive officer, including his recommendations on compensation for the other executive officers. In
its deliberations on executive compensation, other than with respect to the chief executive officer, our
compensation committee takes into consideration the conclusions reached by the chief executive officer
and his recommendations based on these performance reviews, including his recommendations with
respect to salary adjustments and annual award amounts. The compensation committee exercises its
discretion in modifying or accepting any recommended adjustments or awards for each executive
officer. The compensation committee also reviews the chief executive officer’s performance and confers
with the full board. The compensation committee then makes all final compensation decisions for
executive officers and approves any equity incentive awards to all of our executive officers.

Elements of Executive Compensation
Our compensation program consists of the following elements:

* near-term compensation paid in cash, consisting of base salary, performance-based VIPP
payouts, and with respect to certain officers, cash bonuses;

* long-term compensation awarded in equity, consisting of equity-based incentives such as stock
options;
!

+ benefits; and

+ with respect to certain officers, change of control protection.

Allocation of Compensation Among Principal Elements

Our compensation committee determines which elements to use, determines the allocation among
the various elements and sets the levels of executive compensation. The committee reviews information
and makes executive compensation decisions on an annual basis, typically starting in January for the
year then commencing. From time to time, off-cycle changes are made to an individual executive
officer’s compensation as the result of an increase in job responsibility or for purposes of retention.

In determining the compensation of our executive officers in 2007, the compensation commitiee
considered Synplicity’s corporate financial performance and financial condition, the assessment of each
individual executive officer’s performance by Mr. Meyers, overall contribution of individual executives
to Synplicity, Synplicity’s achievement of VIPP goals and the committee’s desire to keep annual cash
compensation percentage increases (without considering the effect of promotions) generally in line with
the compensation of the general employee base. The compensation committee also reviewed the chief
executive officer’s performance, including the considerations described in the preceding sentence, and
conferred with the full board other than Mr. Meyers. In setting executive compensation, the
compensation committee uses its discretion in determining the nature and extent of its use of each
analytic tool in making a subjective final compensation decision for all of our executive officers.

Based on its review, the compensation committee believes that compensation paid to Synplicity’s
executive officers, including its chief executive officer, is generally consistent with amounts paid to
officers with similar responsibilities at similarly situated technology companies. However, this
comparison is just a point of reference for measurement but not the determinative factor for our
executive officers’ compensation. The purpose of the comparison is not to supplant the analysis of
internal pay equity, achievement of VIPP targets and the individual performance and contributions of

the executive officers that the compensation committee considers when making compensation decisions.
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The compensation committee believes that competition for qualified management and technical
personnel in Synplicity’s industry is intense, and the compensation committee expects such competition
to remain intense for the foreseeable future. As a result, in order to ensure access to qualified
personnel, the compensation committee believes that it will continue to be necessary to provide
compensation packages that are at least competitive with, and in certain instances superior to,
compensation paid by other similarly situated technology companies.

Synplicity’s executive compensation program consists of three principal elements: base salary, cash
incentives through the VIPP and long-term incentives in the form of stock options. Synplicity also
provides other benefits to its executives such as a deferred compensation plan and change in control
arrangements. The executives are also eligible to participate in the Synplicity employee stock purchase
plan. Synplicity’s philosophy is to position the aggregate of these elements of compensation at a level
that is commensurate with Synplicity’s size and performance relative to other comparable technology
companies.

More specific detail of the elements of executive compensation is set forth below:

Elements of Compensation
Base Salaries

The compensation committee Teviews base salary levels for the chief executive officer and other
executive officers of Synplicity annually. As discussed previously, Synplicity seeks to provide cash
compensation to its executive officers, including base salary and variable pay, at levels that are
commensurate with cash compensation of executives with comparable responsibility at similarly situated
technology companies. Annual increases in base salary and annual increases in the percentage of
variable pay at target of each of Synplicity’s executive officers are determined on an individual basis by
the compensation committee.

Every year, the compensation committee considers executive compensation as part of its
performance review process. The compensation committee does not apply specific formulas to
determine increases to the base salaries of our named executive officers including the chief executive
officer. In its deliberations on executive compensation, other than with respect to the chief executive
officer, our compensation committee takes into consideration the recommendations of the chief
executive officer with respect to salary adjustments.

In 2007, the compensation committee increased the annual base salary of all our executive officers
by approximately 4%, which was consistent with non-executive increases, with the exception of
Mr. Lovas’ 2007 increase, which was larger due to his promotion to vice president of worldwide sales.
Modest variations were factored into making certain adjustments based on certain individual’s
performance, overall contribution of each executive to Synplicity, and individual contributions to
Synplicity’s achievement of VIPP goals.

Variable Incentive Pay Plan

In February 2005, Synplicity adopted the VIPP, which became effective in April 2005, and ties a
portion of an executive officer’s total compensation to the financial performance of Synplicity and the
achievement of specific quarterly revenue targets, quarterly operating income targets and other
company-wide and functional area goals. In addition to Synplicity’s executive officers, all
non-commissioned, U.S. and Swedish full time and 1.S. and Swedish part time exempt employees are
included as participants in the VIPP. All participants in the VIPP, whether they are executive officers or
non executives, are subject to the same VIPP goals. Mr. Lovas does not participate in the VIPP
because he is compensated pursuant to a sales commission plan. Mr. Lovas’ commission plan is
determined annually by Mr. Meyers and approved by the compensation committee.
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The VIPP is administered by the board of directors. Goals for quarterly revenue and quarterly
operating income targets on a non-generally acceptable accounting principles (“non-GAAP”) basis are
determined by the board of directors at the beginning of each year and generally do not change
throughout the year. Nonetheless, the board of directors reserves the right to change the revenue and
operating income targets for future quarters, if, in its sole discretion, market forces warrant the
changes. Our other objectives, which include other company-wide and functional area goals, are
reviewed and determined quarterly by the board of directors with input from the chief executive officer.
All VIPP goals are communicated to plan participants at regular quarterly employee meetings. The
board of directors determines whether the various goals are achieved and calculates the resulting
quarterly payouts, with input from the chief executive officer. The VIPP specifies the portion of an
individual’s total compensation that is subject to the VIPP, with the variable pay percentages
corresponding to individual job categories, however, for the chief executive officer and each of the
other executive officers, the compensation committee determines the portion of the officer’s total
compensation that is subject to the VIPP when it approves the officer’s annual compensation.

New employees participate in the VIPP from the date of their employment and are eligible to
receive a pro rata share of the plan payout amount in their first quarter of employment. All
participants in the VIPP must be active U.S. or Swedish employees on the last day of a calendar
quarter in order to be eligible for a potential VIPP payout for that quarter as payments are considered
earned on the last day of each quarter.

For the first quarter of 2007, the variable percentage target table (showing the target percentage of
the executive officers’ total compensation that was variable under the VIPP, assuming a 100% payout
percentage) was as follows (other than Mr. Lovas who does not participate as he is a commissioned
employee):

Job Category ' Variable %
CEO L e e e e 30.233%
S VP VP e e 18%

For the second, third and fourth guarters of 2007, the variable percentage target table (showing
the target percentage of the executive officers’ total compensation that was variable under the VIPF,
assuming a 100% payout percentage) was as follows:

Job Category Variable %
CEO oo L. 33555%
Sr. VPV P e e e 20%

The VIPP payout formula for determining the payout percentage is as follows:

Plan Payout % = Revenue Achievement x 40% + Operating Income Achievement x 40%
+ Company Objective Achievement x 20%

This formula “weights” revenue and operating income achievement equally at 40% each {or a total
of 809%) when calculating the payout, and “weights” the other company objectives at 20% when
calculating payout. Revenue Achievement and Operating Income Achievement each range between 0%
and 200%. The Company Objective Achievements can range from 80%-120%. The Plan Payout %
therefore computes to a range between 16% and 184% per quarter. For a more detailed explanation,
this description should be read in conjunction with the VIPF, as amended, which was filed as
Exhibit 10.41.3 to our Current Report on Form 8-K, and filed with the Securities and Exchange
Commission on February 5, 2008.

Revenue Achievement and Operating Income Achievemeni—At the beginning of each year, the board
of directors determines VIPP quarterly revenue targets and quarterly operating income targets. These
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metrics are not necessarily the same as other internal goals or external financial guidance given on
financial conference calls. The actual revenue and operating income numbers for the quarter which are
used in computing the determination of achievement of the financial targets are taken from the
Company’s financial statements, with actual operating income on a non-GAAP basis.

In January 2007, the board of directors set the 2007 quarterly VIPP financial targets for Synplicity
as follows: ‘

2007 VIPP revenue targets on a non-GAAP basis:

Q1 = $14,600,000
Q2 = $16,000,000
Q3 = $16,900,000
Q4 = $18,000,000

2007 VIPP operating income targets on a non-GAAFP basis:

Q1 = $1,173,000
Q2 = $1,659,000
Q3 = $2,724,000
Q4 = $3,558,000

In July 2007, as a result of our acquisition of HARDI Electronics A.B. in June 2007, the board of
directors increased the Q3 and Q4 VIPP financial targets in July 2007 for Synplicity as follows:

Updated 2007 VIPP revenue targets on a non-GAAP basis:

Q3 = $19,900,000
Q4 = $22,000,000

Updated 2007 VIPP operating income targets on a non-GAAP basis:

Q3 = $3,469,000
Q4 = $4,690,000

The overall VIPP payout earned for 2007 was $1,643,954 or 75.9%, of which $231,076 was earned
by our named executive officers. For the first three quarters of 2007, payouts eamed under the VIPP
were 100.8%, 100% and 81.5% respectively, of the targeted amount and included $214,086 paid to the
named executive officers. In January 2008, the board of directors determined the fourth quarter 2007
VIPP payout at $128,261 or 21.3%, including $16,990, which was paid to the named executive officers.

The larger bonus of $131,616 shown for Mr. Lovas, vice president of worldwide sales, in the
Summary Compensation ‘Table on page 26 of this Annual Report on Form 10-K/A, was attributable to
his having achieved 95.65% of his 2007 bookings target and 33.50% of his other bonus/incentive targets
pursuant to his sales commission plan.

Changes to VIPP in 2008

Effective as of April 1, 2008, 20% of each executive officer’s total target compensation will
continue to be subject to the VIPP, in accordance with the numbers stipulated in the VIPP document.
Mr. Meyers’ April 1 change has not yet been determined and Mr, Lovas does not participate in the
VIPP because he is compensated pursuant to a sales commission plan.

In January 2008, the board of directors amended the VIPP, which became effective January 1,
2008. One of the significant amendments to the plan included adding 100% payout ranges around the
revenue and operating income financial targets. If the actual revenue or operating income is within the
specified range around the target, the Revenue Achievement or Operating Achievement numbers,

" respectively, used in the plan payout formula compute to 100%. If the actual revenue or operating
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income achieved is above or below the specified range around the target, the achievement calculation
computes to greater than 100% or less than 100%, as applicable. These specified ranges around the
target (plus or minus) used by the board of directors to calculate the quarterly VIPP financial targets
are known as the “Revenue Range Percentage” and “Operating Income Range Percentage.” Additional
details can be found in the VIPP, as amended, which was filed as Exhibit 10.41.3 to our Current Report
on Form 8-K, and filed with the Securities and Exchange Commission on February 5, 2008.

In January 2008, the board of directors set the 2008 quarterly VIPP financial targets for Synplicity,
as a stand-alone entity, as follows:

2008 VIPP revenue targets on a non-GAAP basis:

Q1 = $18,000,000
Q2 = $19,344,000
Q3 = $21,453,000
Q4 = $22,603,000

2008 VIPP operating income targets on a non-GAAP basis:

Q1 = $1,350,000
Q2 = $1,669,000
Q3 = $3,938,000
Q4 = $3,825,000

The board of directors set the 2008 Revenue Range Percentage at 2% and the Operating Income
Range Percentage at 5%.

Officer Bonus Plan

On April 20, 2007, we adopted a formal cash bonus plan for our executive officers known as the
“Officer Bonus Plan,” which is administered by our compensation committee. For purposes of
determining the size of the bonuses, our compensation committee established a $25,000 annual bonus
pool (or a quarterly $6,250 bonus pool) to be used by our chief executive officer to reward certain
executive officers based on his subjective judgment of their contribution to our success. This plan is
separate from and unrelated to the VIPP and provides the chief executive officer more flexibility than
the VIPP in rewarding individual contribution.

Each quarter the chief executive officer determines, in his sole discretion, the quarterly bonus
payout relating to the most recently completed quarter. Then, he determines how the quarterly bonus
payout shall be allocated amongst participants. He can allocate the quarterly bonus payout in any -
amounts amongst the participants, including allocating all or none to a single participant, provided that
the total aggregate amount of all cash bonuses for a quarter is not greater than $6,250.

In 2007, the compensation committee determined that the participants for the April 1, 2007
through March 31, 2008 plan year would be Andrew Dauman, Andrew Haines, John Hanlon and
Kenneth McElvain. In 2007, the amounts paid out to these participants under the Officer Bonus Plan
were as follows: -

Andrew Dauman . . . ...ttt e e e e $ 2,500
Andy Haines. ........ e e e e e e e $ 3,250
John Hanlon . . ... ..o it e e e e e $ 2,250
Kenneth McElvain . ... . i i i i e $ 4,500

1 $12,500
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The Officer Bonus Plan may be terminated by the compensation committee in the event of a
merger, the sale of substantially all of our assets or if we acquired another entity; provided, however,
that such termination shall be conditioned upon the compensation committee, after consulting in good
faith with our senior management,.providing for a replacement plan which offers benefits or
compensation comparable to the benefits or compensation that otherwise would potentially have been
earned under the Officer Bonus Plan (as determined in the sole discretion of the compensation
committee) had such merger, sale or acquisition not occurred.

In Januvary 2008, the compensation committee amended the Officer Bonus Plan to establish a
$32,000 annual bonus pool. The participants remain the same as in 2007. No amounts have been paid
under the Officer Bonus Plan in 2008 through the date of the filing of this Annual Report on
Form 10-K/A.

HARDI Integration Bonus

[n January 2008, the compensation committee determined that we would pay an integration bonus
to our employees to reward them for the successful integration of the Hardi Electronics team after its
acquisition. The overall bonus amount paid was $298,300, which included $58,800 paid to the named
executive officers.

Long-Term Incentives

Synplicity provides its executives, including the chief executive officer, long-term incentives through
the grant of stock options under its 2000 Stock Plan. Stock options are granted to executive officers in
_ conjunction with each executive officer’s commencement of employment with Synplicity, upo?l'
promotion to executive officer, and generally during our annual stock review and grant process. Stock
options granted to executives upon commencement of employment vest 25% after 12 months, and
monthly thereafter in equal installments over three years. Stock options that are granted to executives
upon promotion or during the annual stock review and grant process vest in 48 equal monthly
installments over a four year period. All stock options under the 2000 Stock Plan are granted at an
exercise price equaling 100% of fair market value at the grant date and have a ten-year term.

During the annual stock review and grant process, an executive officer may receive a stock option
grant based on several factors. When determining the number of stock options to be awarded to an
executive officer, the committee considers (i) the executive’s current contribution to Synplicity’s
performance including contribution to Synplicity’s achievement of VIPP goals, (ii) the executive’s
anticipated contribution in meeting Synplicity’s long-term strategic performance goals, (iii) the specific
recommendations of Synplicity’s chief executive officer, with respect to executives other than himself,
(iv) potential stock dilution and other related sharcholder concerns, (v) the retention value of the
executive’s outstanding stock options and (vi) the relative size of the option grants made to an
individual executive as compared to all executives and non-executive employees. Individual
considerations, such as the executive’s current and anticipated contributions to Synplicity’s performance,
may be more subjective and less measurable by financial results at the corporate level. In this respect,
the committee exercises significant judgment in measuring the contribution or anticipated contribution
to Synplicity’s performance. The compensation committee has chosen stock options as a key -
compensation element because any increase in value of a stock option is dependent upon an increase in
the price of Synplicity’s common stock and, therefore this portion of the executives’ compensation is
directly aligned with an increase in shareholder value.

In 2007, the compensation committee reviewed the stock option grant recommendations presented
by the chief executive officer, which were with respect to executives other than himself, and in August
2007, considering factors discussed in the preceding paragraph, made a subjective determination
granting stock options based on its understanding of the market, the individuals, the retention value of
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stock options, and with the goal of prov;dmg competitive compensation to each named executive
officer, as set forth below:

Option Awards
Number of Per Share

. . Shares Exercise
Name of Executive Officer ) Granted (#)  Price (%)
Gary MEYeIS . ..ottt et e e e 90,000 $6.52
Andrew Dauman . .. .. ... . i e e 40,000 6.52
John J. Hanlon ........... e e e 15,000 . 6.52
Andrew Haines ...............ccvunnnn.. [ 29,000 6.52
James Lovas ... .. o e e 20,000 6.52

When determining the larger stock option grant issued to Mr. Meyers, the commiitee heavily
weighted the fact that Mr. Meyers’ option grant received upon promotion to chief executive officer of
Synplicity in 2004 was mostly vested and provided only maodest retention benefit,

All of Synplicity’s grants of stock options to executive officers, employees and directors have
exercise prices equal to the fair market value of the underlying shares of common stock on the date of
grant as determined by the closing price of Synplicity’s common stock on the NASDAQ Global Market
on the date of grant. Effective January 1, 2006, Synplicity adopted SFAS 123R, “Share-Based
Payments,” which requires Synplicity to recognize expense related to the fair value of stock-based
awards. SFAS 123R replaces FAS 123, “Accounting for Stock-Based Compensation,” and supersedes
APB Opinion No. 25, “Accounting for Stock Issued to Employees.”” SFAS 123R establishes fair value as
the measurement objective in accounting for share-based payment arrangements and requires a
fair-value-based measurement method in accounting for share-based payments to employees, except for
equity instruments held by employee share ownership plans. We elected the modified prospective
transition accounting method as permitted by SFAS 123R. Under this transition method, stock-based
compensation expense for 2007 and 2006 include compensation expense for all stock-based
compensation awards granted prior to, but not yet vested as of December 31, 2007, based on the grant
date fair value estimated in accordance with the original provisions of SFAS 123R and compensation
expense for all stock-based compensation awards granted subsequent to December 31, 2006, based on
the grant date fair value estimated in accordance with the provisions of SFAS 123R. '

Deferred Compensation Plan

In August 2006, the board of directors adopted a non-qualified executive deferred compensation
plan in which executive officers may participate. An executive officer may defer up to 100% of the
officer’s pre-tax earnings. Synplicity does not provide any matching contributions for the amounts the
executive elects to defer. Amounts invested in the deferred compensation plan are general liabilities of
Synplicity. The executives participating may invest the amounts deferred in a variety of mutual funds.
Participants may elect to receive distributions from the plan at a pre-determined date or upon
termination of employment or retirement, based upon years of service.

Benefits

We provide the following benefits to our executive officers generally on the same basis as the
benefits provided to all of our U.S. employees:

¢ health, vision and dental insurance;
¢ life insurance;

¢ health club reimburspments
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+ short and long-term disability; and
* 401(k).

We do not provide our executives or 0th§r ‘employees with defined benefit retirement plans. We
believe these benefits are generally consistent with those offered by other companies and specifically
with those companies with which we compete for employees. We provide our vice president of
worldwide sales with a car allowance.

Employment and Change in Control Arrangements

All of our employees including our executive officers are at will employees. However, a merger or
acquisition may be in the best interests of our shareholders and the merger may adversely affect the
continued employment of certain executive officers. Accordingly, under our equity-based compensation
plans and certain agreements, the chief executive officer and the other named executive officers are
entitled to acceleration of vesting of stock options, payments and benefits'upon the occurrence of
specified events including termination of employment after a change of control of the Company, The
specific terms of these arrangements, as well as an estimate of the compensation that would have been
payable had they been triggered as of the 2007 year-end, are described in detail in this Annual Report
on Form 10-K/A in the section captioned “Potential Payments upon Termination, Death, Disability or
Change of Control.”

.

Accounting and Tax Considerations

Section 162(m) of the Code generally denies a deduction to any publicly held corporation for
compensation paid in a taxable year to its chief executive officer and four other most highly
compensated officers to the extent that the officer’s compensation (other than qualified performance-
based compensation) exceeds $1 million. In designing our compensation programs, we did not take into
consideration the accounting and tax effect that each element will or may have on our executive
officers and other employees as a group.
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EXECUTIVE COMPENSATION

The following table presents information concerning the total compensation of Synplicity’s chief
executive officer, chief financial officer and the three other most highly compensated officers during
2007 (the “named executive officers”) for services rendered to Synplicity in all capacities for 2007.

Summary Compensation Table

Change in
Pension Value
and
Discretionary Non-Equity  Nongualified
Non-Plan Stock  Option Incentive Plan Deferred All Other

Name and Principal Salary Based Bonus Awards Awards Compensation Compensation Compensation Total

Position Year )] $) (£3] (5} ($HD) Earnings ($) ($)(2) (%)

Gary Meyers . ... 2007 $300,000 — —  $226,530 $109,571 — $18,859 $654,960
President, Chief 2006 300,000 — — 63,125 99,912 — 14,940 477,977
Executive Officer
and Director

John J. Hanlon . . . 2007 232,534 $ 2,250 — 37,755 42,304 — 18,859 333,702
Senior Vice 2006 228,882 20,000(3) — 25,250 41,470 —_ 15,339 330,941
President and
Chief Financial
Officer '

Andrew Dauman . . 2007 217,612 2,500 — 100,680 39,589 — 14,047 374,428
Senior Vice 2006 214,563 — — 37,875 36,602 — 10,127 299,167
President of
Worldwide
Engineering

Andrew Haines . . . 2007 217,737 3,250 —_ 72,993 39,612 — 18,859 352,451
Senior Vice 2006 215,717 — —_ 37.875 36,804 — 13,839 304,235
President of
Marketing

James Lovas . ... 2007 195,560 — — 50,340 131,616(4) — 25,316 403,832
Vice President of 2006 213,853 — — 310,120 155,735(5) — 20,933 675,788

Worldwide Sales

(1} Represents amounts paid under the VIPE.

(2) Represent premiums for health, dental and life insurance paid, as well as 401(k) contributions and health club
reimbursements by Synplicity.

{3) Represents a signing bonus paid to Mr. Hanlon after six months of employment.
(4) Represents sales commissions paid to Mr. Lovas during 2007.

(5) Represents sales commissions paid to Mr. Lovas during 2006.
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Outstanding Equity Awards at December 31, 2007

The following table presents certain information concerning the grant of stock awards to each of
the named executive officers during 2007, including the value of the stock awards. In addition, the table
includes the number of shares covered by both exercisable and unexercisable stock options outstanding
as of December 31, 2007.

Name

Gary Meyers . . ..

John J. Hanlon . . . .

Andrew Dauman. . .

Andrew Haines, . . .
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Option Awards Stock Awards
Equity —Equity
Incentive  Incentive
Plan Plan
Awards: Awards:
Equity Number Market or
Incentive of Payoui
Plan Unearned  Value of
Awards: Shares, Unearped
Number of Number of Market Units or Shares,
Securities Nutnber of Securities Number of  Value of Other Units or
. Underlying Securities Underlying Shares or  Shares or Rights Other
Unexercised Underlying  Unexercised Option . Units of Units of That Have  Rights
Options Unexercised  Unearned  Exercise Option Stock That Stock That Not That Have
[£ 3] Options (#) Options Price Expiration  Have Not Have Not Vested Not
Exercisable  Unexercisable (#) [£3) Date Vested (#)  Vested ($) (#) Vested ($)
79,166(1) 20,834 —  $530 10/04/2014  — — — —
7,083(2) 17917 5.48 07/21/2016
5,666(3) — 293 11/30/2009
83,332(1) — 3.75 12/31/2009
33,333(3) — 5.40 02/18/2010
3,712(4) — 9.00 01/22/2012
5,000(5) — 6.25 02/14/2012
30,000(6) — 4.58 06/28/2012
35,000(1) - 458 06/28/2012
40,000(1) — 531 06/24/2013
333,334(1) 66,666 4.89 08/30/2014
833(7) 89,167 6.52 08/20/2017
108,333(8) 91,667 —_ $ 632 1071972015 — — — —
2,833(9) 7,167 5.48 07/21/2016
833(10) 14,167 6.52 0872012017
33,333(3) - $ 0.90 01/30/2008
16,666(3) — 2.25 0713012009
21,333(1) — 375 12/31/2009
13,333(3) — 510 01/31/2010
30,000(3) — 10.45 09/05/2010
4,430(4) — 9.00 01/22/2012
25,000(11) — 458 06/25/2012
. 44,000¢12) — 4.58 06/28/2012 .
25,000(1) — 531 062472013
21,354(1) 3,646 4.89 08/30/2014
39,583(13) 40,417 596 05/18/2015
5,383(14) 8,917 5.75 07/19/2015
4,250(15) 10,750 548 07/21/2016
833(16) 39,167 6.52 0812072017
118,750(8) 31,250 —_ $ 5.30 10/04/2014 _ — — —
7367(9) 23,133 5.75. 07/19/2015
5,250(17) 9,750 5.48 07/21/2016
833(18) ‘ 28,167 6.52 08/20/2017




Option Awards Stock Awards

Equity  Equity
In¢entive  Incentive
Plan Plan
Awards: Awards:
Equity Number Market or
Incentive of Payout
Plan Unearned  Value of
Awards: Shares, Unearned
Number of Number of Maorket Units or Shares,
Securities Number of Securities Number of  Value of Other Units or
Underlying Securities Underlying Shares or  Shares or Rights Other
Unexercised Underlying Unexercised Option Units of Units of That Have  Rights
Options Unexercised Unearned  Exercise Option Stock That Stock That Not That Have
(#) Options (#) Options Price Expiration  Have Not  Have Not Vested Naot
Name Exercisable Unexercisable (#) $). Date Vested (#) Vested (§) #) Vested ($)
James Lovas ... .. 1,000(19%) — $ 2.25 05/28/2009 — — — —
6,000(20) — 11.00 09/2572010
2,700(21) — 6.48 08/29/2011
2,258(4) — 9.00 01/22/2012
300(1) — 504 07/16/2012
1,200(22) — 5.04 07/16/2012
12,500(1) — 5.01 08/30/2012
1,000(23) — 343 04/04/2013
2,300(1) — 3.43 04/04/2013
700(24) — 343 04/04/2013
3,500(1) —_ 591 07/31/2013
12,813(1) 2,187 4.50 09/10/2014
31,667(1) 8,333 5.16 05/30/2014
1,125(25) 8,875 575 07/19/2015
28,750(1) 31,250 8.69 01/09/2016
5,667(26) 14,333 548 07/21/2016
833(27) 19,167 6.52 08/20/2017
(1) Represents an option in which Vs of the shares underlying the opticn become vested and exercisable each month

@

Q)

4)

{5)

6

(M

after the vesting commencement date defined in the option agreement,

Represents an option in which 5,000 shares become vested and exercisable beginning July 1, 2006 on a monthly basis
{12 months); an additional 5,000 shares become vested and exercisable beginning July 1, 2007 on a monthly basis
(12 months); an additional 6,000 shares become vested and exercisable beginning July 1, 2008 on a monthly basis
(12 months); and the remaining 9,000 shares become vested and exercisable beginning, July 1, 2009 on a monthly
basis (12 months),

Represents an option in which 20% of the shares underlying the option become vested and exercisable one year
after the date of grant, 209% of the shares underlying the option become vested and exercisable two years after the
date of grant on a monthly basis, 25% of the shares underlying the option become vested and exercisable three
years after the date of grant on a monthly basis and 35% of the shares underlying the option become vested and
exercisable four years after the date of grant on a monthly basis.

Represents an option in which 25% of the shares underlying the option became vested and exercisable on March 31,
2002; 25% of the shares underlying the option became vested and exercisable on June 30, 2002; 25% of the shares
underlying the option became vested and exercisable on September 30, 2002; and 25% of the shares underlying the
option became vested and exercisable on December 31, 2002.

Represents an option in which ¥i2™ of the shares underlying the option become vested and excrcisable each month
after the vesting commencement date set forth in the option agteement.

Represents an option in which 10,000 shares became vested and exercisable beginning June 28, 2004 on a monthly
basis (12 months); an additional 10,000 shares became vested and exercisable beginning June 28, 2005 on a monthly
basis (12 months); and the remaining 10,000 shares became vested and exercisable beginning, June 28, 2006 on a
monthly basis (12 months).

Represents an option in which vieh of 2,000 shares vest on a monthly basis beginning August 20, 2007; Vi of 33,000
shares vested on a monthly basis beginning August 20, 2008; ¥iz"® of 34,000 shares vest on a monthly basis beginning
August 20, 2009 and ¥z of 21,000 shares vest on a monthly beginning August 20, 2010.
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®)

®)

(10)
(11
(12)
a3
(14)
(15)
(16)

(17)

(18)

(19)

(20)

(1)

Represents an option in which Y™ of the shares underlying the option become vested and exercisable one year after
the vesting commencement date set forth in the option agreement and Y™ of the shares underlying the-option
become exercisable each month thereafter.

Represents an option in which 2,000 shares became vested and exercisable beginning July 1, 2006 on a monthly basis
(12 months); an additional 2,000 shares become vested and exercisable beginning July 1, 2007 on a monthly basis
(12 months}); an additional 2,000 shares become vested and exercisable beginning July 1, 2008 on a monthly basis
(12 months); and the remaining 4,000 shares become vested and exercisable beginning, July 1, 2009 on a monthly
basis (12 months).

Represents an option in which %2 of 2,000 shares vest on a monthly basis beginning August 20, 2007; Y2 of 1,000
shares vested on a monthly basis beginning August 20, 2008; ¥ of 1,000 shares vest on a monthly basis beginning
August 20, 2009 and %z of 11,000 shares vest on a monthly beginning August 20, 2010.

Represents an option in which ¥4z of 5,000 shares vest on a monthly basis beginning June 28, 2005; ¥ of 5,000
shares vested on a monthly basis beginning June 28, 2006; %2 of 5,000 shares vest on a monthly basis beginning
June 28, 2007 and %" of 15,000 shares vest on a monthly basis beginning June 28, 2008.

Represents an option in which Y2 of 8,000 shares vest on a monthly basis beginning June 28, 2002; %2 of 10,060
shares vested on a monthly basis beginning June 28, 2003; %% of 12,000 shares vest on a monthly basis beginning
on June 28, 2004; and Yi2® of 14,000 shares vest on a monthly basis beginning June 28, 2005.

Represents an option in which %2® of 10,000 shares vest on a monthly basis beginning May 18, 2004; ¥:® of 15,000
shares vested on a monthly basis beginning May 18, 2005; %2 of 25,000 shares vest on a monthly basis beginning
May 18, 2006; and ¥z of 30,000 shares vest on a monthly basis beginning May 18, 2007,

Represents an option in which Y2 of 3,800 shares vest on a monthly basis beginning July 19, 2005; vi2™ of 3,800
shares vested on a monthly basis beginning July 19, 2007; and ¥i2" of 6,700 shares vest on a monthly basis beginning
July 19, 2008.

Represents an option in which ¥i2® of 3,000 shares vest on a monthly basis beginning July 21, 2006; V52 of 3,000
shares vested on a monthly basis beginning July 21, 2007; %12" of 3,000 shares vest on a monthly basis beginning
July 21, 2008; and V¥iz* of 6,000 shares vest on a monthly basis beginning July 21, 2009.

Represents an option in which ¥i2" of 2,000 shares vest on a monthly basis beginning August 20, 2007; viz™ of 2,000
shares vested on a monthly basis beginning August 20, 2008; ¥2' of 22,000 shares vest on a monthly basis beginning
August 20, 2009 and Yz of 14,000 shares vest on a monthly beginning August 20, 2010.

Represents an option in which 4,000 shares became vested and exercisable beginning July 1, 2006 on a monthly basis
(12 months); an additional 3,000 shares become vested and exercisable beginning July 1, 2007 on a monthly basis
(12 months); an additional 3,000 shares become vested and exercisable beginning July 1, 2008 on a monthly basis
(12 months); and the remaining 5,000 shares become vested and exercisable beginning, July 1, 2009 on a monthly
basis (12 months).

Represents an option in which Y2 of 2,000 shares vest on a monthly basis beginning August -20, 2007; Wiz of 2,000
shares vested on a monthly basis beginning August 20, 2008; ¥i" of 14,000 shares vest on a monthly basis beginning
August 20, 2009 and %z of 11,000 shares vest on a monthly beginning August 20, 2010.

Represents an option in which shares underlying the option become vested and exercisable after the vesting
commencement date as follows: 2,000 shares vest one year from date of grant; ¥z of 2,000 shares vest on a monthly
basis in year two; ¥z of 2,500 shares vest on a monthly basis in year three; and ¥z of 3,500 shares vest on a monthly
basis in year four.

Represents an option in which shares underlying the option become vested and exercisable after the vesting
commencement date as follows: 1,200 shares vest one year from date of grang; iz of 1,200 shares vesi on a monthly
basis in year two; %2 of 1,500 shares vest on a monthly basis in year three; and iz of 2,100 shares vest on a monthly
basis in year four.

Represents an option in which shares underlying the option become vested and exercisable after the vesting
commencement date as follows: no shares vest in year one; no shares vest in year two; %z of 1,000 shares vest on a
monthly basis in year three; and ¥i2 of 1,700 shares vest on a monthly basis in year four.
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(22) Represents an option in which shares underlying the option become vested and exercisable after the vesting
commencement date as follows: no shares vest in year one; no shares vest in year two; no shares vest in year three;
and Y2 of 1,200 shares vest on a monthly basis in year four.

(23) Represents an option in which Y™ of the shares underlying the option become vested and exercisable each month
after the vesting commencement date defined in the option agreement and as set forth herein.

(24) Represents an option in which shares underlying the option become vested and exercisable after the vesting
commencement date as follows: no shares vest in year one; no shares vest in year two, no shares vest in year three;
and Yz of 700 shares vest on a monthly basis in year four.

(25) Represents an option in which shares underlying the option become vested and exercisable after the vesting
commencement date as follows: no shares vest in year one; ¥z of 500 shares vest on a monthly basis in year two,
Yiz of 1,500 shares vest on a monthly basis in year three; and Y2 of 8,000 shares vest on a monthly basis in year four.

(26) Represents an option in which 4,000 shares became vested and exercisable beginning July 1, 2006 on a monthly basis
(12 months); an additional 4,000 shares become vested and exercisable beginning July 1, 2007 on a monthly basis
(12 months); an additional 5,000 shares become vested and exercisable beginning July 1, 2008 on a monthly basis
(12 months); and the remaining 7,000 shares become vested and exercisable beginning, July 1, 2009 on a monthly
basis {12 months).

(27) Represents an option in which ¥%2® of 2,000 shares vest on a monthly basis beginning August 20, 2007; Yia of .8,000
shares vested on a monthly basis beginning August 20, 2008; %2 of 5,000 shares vest on a monthly basis beginning
August 20, 2009 and Yiz of 5,000 shares vest on a monthly beginning August 20, 2010.

Option Exercises and Stock Vested at December 31, 2007

The following table presents certain information concerning the exercise of options by each of the
named executive officers during 2007, including the value of gains on exercise and the value of the
stock awards. In addition, the table includes the number of shares covered by exercisable stock options
outstanding as of December 31, 2007,

Option Awards

Number of Stock Awards
Shares Value Number of
Acquired on  Realized on Shares Value
Exercise Exercise Acquired on  Realized on
Name of Executive Officer (#) %) Vesting (#) Vesting ($)
Gary MEYEIS . . ..o it c i 47,000 $328,890 - —

Andrew Dauman. ... ... .0t m ittt — — — —
John J.Hanlon . ....... ..t — — — —_
Andrew Haines . . .. .. ... i — —_ — —
James Lovas . .. vt e e i e e e — — _— —

Nongqualified Deferred Compensation

The following table discloses contributions, earnings, withdrawals and balances under non-qualified
defined contribution and other deferred compensation plans for each named executive officer for 2007.

It

Executive Registrant Agpgregate W?tghgdr:a?:aelsf Aggregate
Contributions ~ Contributions Earnings in  Distributions  Balance at

Name in 2007(%) in 2007($) 2007($) ($) 2007(%)
Gary Mevers. .. .....ovinninnnnnn $50,752 — $3.616 — $58,058
Andrew Dauman ................ — — — —_ —
JohnJ. Hanlon........... e —_ — — — —

- Andrew Haines. ... ...... ... ..... — — — — _
James Lovas . . ...... ... 50,041 — 3,030 — 53,071
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Potential Payments upon Termination, Death, Disability or Change of Control

The tables below reflect the amount of compensation to each of the named executive officers of
Synplicity in the event of termination of such executive’s employment. The amount of compensation
payable to each named executive officer upon voluntary termination (including retirement), involuntary
not-for-cause termination, termination following a change of control and in the event of disability or
death of the executive is shown below. The amounts shown assume that such termination was effective
as of December 31, 2007, and thus includes amounts earned through such time and are estimates of the
amounts which would be paid out to the executives upon their termination. The actual amounts to be
paid out can only be determined at the time of such executive’s separation from Synplicity.

Payments Made upon Termination '’

Regardless of the manner in which a named executive officer’s employment terminates, he is
entitled to receive amounts earned during his term of employment. Such amounts include:

* Accrued but unpaid wages

* Non-equity incentive compensation earned during the fiscal year including any earned sales
commissions, bonuses or VIPP payments;

* Upon exercise of outstanding and vested options, shares awarded under the Synplicity 2000
Stock Plan;

* Amounts contributed to the Synplicity Emplo'yee Stock Purchase Plan;
*+ Unused vacation pay

¢ Reimbursement of accrued expenses

Payments Made upon Death or Disability

In the event of the death or disability of a named executive officer, in addition to the benefits
listed under the headings “Payments Made upon Termination” above, the named executive officer will
receive benefits under the Synplicity disability plan or payments under the Synplicity life insurance plan,
as appropriate.

Payments Made upon Termination or Constructive Termination after a Change of Control

Synplicity has entered into Change of Control Option Acceleration Agreements with each of the
named executive officers. Pursuant to these agreements, if an executive officer’s employment is
terminated without cause or constructively terminated without cause (as defined therein) within
12 months following a change of control, in addition to the benefits listed under the caption “Payments
Made upon Termination™ above, all stock options held by such named executive officer will
automatically vest and become exercisable. In addition, Mr. Meyers will receive a cash severance
payment in the amount of $175,000 (pursuant to his Amended and Restated Change of Control Option
Acceleration Agreement dated September 20, 2004) or the sum of six months base salary and six
months of incentive at target paid at 100%, which ever is greater (pursuant to the VIPP).

In July 2004, the Synplicity board of directors adopted the Employee Retention Plan, which was
amended in December 2004. On March 20, 2008, the date on which we entered into a definitive and
binding merger agreement with Synopsys, Inc., the Employee Retention Plan automatically became
effective pursuant to the terms of the plan. Pursuant to the terms of the Employee Retention Plan
(which also applies to regular, full-time U.S. non executive employees in good standing), if a named
executive officer’s employment is terminated without cause or constructively terminated without cause
(as defined therein) within 12 months following the closing of the merger with Synopsys, Inc., in

31




addition to the benefits listed under the heading “Payments Made upon Termination” above and any
that may be forthcoming due to such executive officer’s Change of Control Option Acceleration
Agreement, the executive officers will be entitled to the following:

s Messrs. Dauman and Haines will each receive a cash severance payment in the amount of up to
six months of base salary and up to six months of VIPP at target paid at 100%, and certain paid
medical and dental benefits pursuant to the Consolidated Omnibus Budget Reconciliation Act of
1985, as amended (“COBRA”) for up to six months, due to their length of service.

Mr. Lovas will receive a cash severance payment in the amount of up to six months of base
salary and up to six months of annual sales commission and annual bonus opportunity at target
paid at 50%, and certain paid medical and dental benefits under COBRA for six months, due to
his length of service. '

Mr. Hanlon will receive a cash severance payment in the amount of up to 5.4 months of base
salary and up to 5.4 months of VIPP at target paid at 100%, and certain paid medical and
dental benefits under COBRA for up to 5.4 months. The length of time used to calculate the
cash severance and health benefit under the Employee Retention Plan for Mr. Hanlon depends
on his length of service at the time of the termination or constructive termination, as further
described in the Employee Retention Plan.

Mr. Meyers will receive a cash severance payment in the amount of up to six months of base
salary and up to six months of VIPP at target paid at 100%, and certain paid medical and dental
benefits under COBRA for six months, due to his length of service. Any cash severance payment
paid to Mr. Meyers under his change of control option acceleration agreement will be deducted
from the cash severance payment due him under the Employee Retention Plan.

All named executive officers will receive outplacement assistance to help them locate other
employment opportunities.

The Change of Control Option Acceleration Agreements entered into by Synplicity with each of

the named executive officers have been filed as an exhibit to Synplicity’s Quarterly Report on
Form 10-Q filed with the Securities and Exchange Commission for the quarter in which such agreement
was entered into. Generally, pursuant to the agreements, a change of control is deemed to occur:

(i) upon the approval by the sharcholders of a plan of complete liquidation of Synplicity or an
agreement for the sale or disposition by Synplicity of all or substantially all of its assets; or

(ii) upon consummation of a merger or consolidation of Synplicity as a result of which its -
shareholders just prior to such event have less than 50% of the voting power of the surviving
entity.
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Gary Meyers

The foliowing table shows the potential payments upon termination for various reasons, including
within 12 months of a change of control, disability and death for Gary Meyers, Synplicity’s president

and chief executive officer:

Executive Benefit and Payments Upon Separation

..................

Long Term Incentive Compensation

Stock Options(1)
Benefits & Perquisites:
Stock Awards . . ... ...
ESPP(2)............
401(k) Plan .........
Life Insurance Proceeds

Accidental Death Proceeds
Travel Death Proceeds(3)

Short Term Disability(4)
Long Term Disability(5)
Cash Severance(6)
COBRA(7)
Accrued Vacation . . . . .
" Deferred Compensation

TOTALS:

Involuntary
Not For Cause
Voluntary Termination
Termination, (within
Retirement or 12 months of
For Cause a Change in
Termination Control) Disability Deaih
$ 20,567 $ 20567 % 20567 § 20,567
644,509 721,325 644,509 644,509
5227 5,227 5,227 5,227
166,887 166,887 166,887 166,887
— —_ —_ 310,000
— — — 310,000
— —_ 8.017 —
— — 10,000 —
— 229,750 — —
= 9,080 — —
34,614 34,614 34,614 34,614
58,057 58,057 58,057 58,057
$929,861 $1,245507 $947.878 $1,549,861

{1) The dollar value of the equity acceleration in this chart is based on the closing price of our
common stock on December 31, 2007 of $5.80, less the exercise price of the options, multiplied by
the number of unvested options.

2

The amount listed is the amount of employee contributions made through payroll deductions

withheld as of December 31, 2007 for the purpose of purchasing shares under the Company ESPP.

(3)
(4)
)

benefits.

(6)

Payable oniy if death occurs during travel for business.

VIPP payout amount of $75,750 at 100% of target.

@)

Amount listed is payable monthly for a maximum of 24 wecks following termination.

Amount listed is payable monthly until age 65 following termination of short term disability
Amount listed includes outplacement services of $4,000, 6 months base salary of $150,000 and

Amount listed is the total amount under COBRA. This amount is payable in monthly installments

for 6 months following termination. Continued group health benefits subject to executive
(i) constituting a qualified beneficiary, as defined in Section 4380B(g)(1) of the Code, and
(ii) electing continuation coverage pursuant to COBRA, within the time period prescribed

pursuant to COBRA,
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John J. Hanlon

The following table shows the potential payments upon termination for various reasons, including
within 12 months of a change of ¢ontrol, disability and death for John J. Hanlon, Synplicity’s senior
vice president and chief financial officer:

Involuntary
Not For Cause
Yoluntary Termination
Termination, (within
Retirement or 12 months of
For Cause a Change in
Executive Benefit and Payments Upon Separation Termination Control) Disability Death
Compensation: . ................clcaeoon.. $12,796 $ 12,79 $12,796 § 12,796
Long Term Incentive Compensation .
Stock Options(1) .. ... .o 906 3,200 906 906
Benefits & Perquisites:
Stock Awards .. .. i —_— — — —
ESPP(2) ... i 778 778 778 778
401(k)Plan .. ... 18,801 18,801 18,801 18,801
Life Insurance Proceeds . .. ......... ... ..., — — T 360,000
Accidental Death Proceeds . .. .............. —_— — — 810,000
Travel Death Proceeds(3) . .. ... ... ......... — — — —
Short Term Disability(4) . . .. ......... .ot — — 8,017 —
Long Term Disability(§) . ............. ... — — 10,000 —
Cash Severance(6) .. ... ...... ... oo — 101,614 C— —
COBRA(7) ... i e — 6,583 — —
Accrued Vacation. . . .. .. ot 26,927 26,927 26,927 26,927
Deferred Compensation . ...........oovvn.. — — — —
TOTALS: . ... it e $60,208 $170,699 $78,225  $1,230,208

(1) The dollar value of the equity acceleration in this chart is based ori the closing price of our
common stock on December 31, 2007 of $5.80, less the exercise price of the options, multiplied by
the number of unvested options.

(2) The amount listed is the amount of employee contributions made through payroll deductions
withheld as of December 31, 2007 for the purpose of purchasing shares under the Company ESPP.

(3) Payable only if death occurs during travel for business.
(4) Amount listed is payable monthly for a maximum of 24 weeks following termination.

(5) Amount listed is payable monthly until age 65 following termination of short term disability
benefits.

(6) Amount listed includes outplacement services.

(7) Amount listed is the total amount under COBRA. This amount is payable in monthly installments
for 4.35 months following termination. Continued group health benefits subject to executive
(i} constituting a qualified beneficiary, as defined in Section 4980B(g)(1) of the Code, and
(ii) electing continuation coverage pursuant to COBRA, within the time period prescribed
pursuant to COBRA. '
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Andrew Dauman

The following table shows the potential payments upon termination for various reasons, including
within 12 months of a change of control, disability and death for Andrew Dauman, Synplicity’s senior

vice president of worldwide engineering:

Involuntary

Not For Cause
Voluntary Termination
Termination, (within
Retirement or 12 months of
For Cause a Change in

Executive Benefit and Payments Upon Separation Termination Control) Disability Death
Compensation:. . .. ....................... $ 11,974 $ 11,974 $ 11974 3 11,974
Leng Term Incentive Compensation

Stock Options(1) . ...................... 296,384 303,588 296,384 296,384
Benefits & Perquisites:

Stock Awards . ... ... .. ... ... .. ..., — —_ — —

ESPP(2). . ... 3,640 3,640 3,640 3,640

401KYPlan .. ... L 125,889 125,889 125,889 125,889

Life Insurance Proceeds . ................. — — — 450,000

Accidental Death Proceeds .. .............. — — — 810,000

Travel Death Proceeds(3) ................. — — — —

Short Term Disability(4) .................. — — 8,017 —

Long Term Disability(5) .................. — — 10,000 —

Cash Severance(6) .. .................... — 140,500 NEN —

COBRA(7) ...... . ... i .. — 9,080 — —

Accrued Vacation . . ....... ... ... .. ...... 24,930 24,930 24,930 24,930

Deferred Compensation .................. — — — —
TOTALS: . ....... . . . .. $462,817 $619,601 $480,834 $1,722,817

(1) The dollar value of the equity acceleration in this chart is based on the closing price of our
common stock on December 31, 2007 of $5.80, less the exercise price of the options, multiplied by

the number of unvested options.

{(2) The amount listed is the amount of employee contributions made through payroll deductions
withheld as of December 31, 2007 for the purpose of purchasing shares under the Company ESPP.

{3) Payable only if death occurs during trave! for business.

(4} Amount listed is payable monthly for a maximum of 24 weeks following termination.

(5) Amount listed is payable monthly until age 65 following termination of short term disability

benefits.

(6) Amount listed includes outplacement services

(7) Amount listed is the total amount under COBRA. This amount is payable in monthly installments
for 6 months following termination. Continued group health benefits subject to executive
(i) constituting a qualified beneficiary, as defined in Section 4980B(g)(1) of the Code, and
(ii) electing continuation coverage pursuant to COBRA, within the time period prescribed

pursuant 1o COBRA.
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Andrew Haines

The following table shows the potential payments upon termination for various reasons, including
within 12 months of a change of control, disability and death for Andrew Haines, Synplicity’s senior
vice president of marketing:

Involuntary
Not For Cause
Voluntary Termination
Termination, (within
Retirement or 12 months of
For Cause a Change in
Executive Benefit and Payments Upon Separation Termination Control) Disability Death
Compensation: .. ... .........uivurreennnas $ 11,981 $ 11,981 $ 11,981 § 11,981
Long Term Incentive Compensation :
Stock Options{1) . .. ....... .. i 61,423 81,325 61,423 61,423
Benefits & Perquisites: :
Stock Awards . ....... ... . . i i . — — — —
ESPP(2) ... it 3,642 3,642 3,642 3,642
401K Plan. . . ... 35,906 35,906 35,906 35,906
.Life Insurance Proceeds ................... — — — 310,000
Accidental Death Proceeds ................. —_ - — 310,000
Travel Death Proceeds(3) .................. — — — —
Short Term Disability{d) .......... ... ...... - — 8,017 —
Long Term Disability(5) ................... — — 10,000 —
Cash Severance(6) ............ ... . ... —_ 105,508 — —_
COBRA(T). .o i e e e —_ 7,339 — —_
Accrued Vacation . ............cociian, 24,237 o 24,237 24,237 24,237
Deferred Compensation ................... . — — — —
TOTALS: . ... . . . i e $137,189 $270,338 $155,206 $757,189

(1) The dollar value of the equity acceleration in this chart is based on the closing price of our
common stock on December 31, 2007 of $5.80, less the exercise price of the options, multiplied by
the number of unvested options.

(2) The amount listed is the amount of employee contributions made through payroll deductions
withheld as of December 31, 2007 for the purpose of purchasing shares under the Company ESPP.

(3) Payable only if death occurs during travel for business.
(4) Amount listed is payable monthly for a maximum of 24 weeks following termination.

(5) Amount listed is payable monthly until age 65 following termination of short term disability
benefits.

(6) Amount listed includes outplacement services.

(7) Amount listed is the total amount under COBRA. This amount is payable in monthly installments
for 4.8 months following termination. Continued group health benefits subject to executive
(i) constituting a qualified beneficiary, as defined in Section 4980B(g)(1) of the Code, and
(ii) electing continuation coverage pursuant to COBRA, within the time period prescribed
pursuant to COBRA.
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James Lovas

The following table shows the potential payments upon termination for various reasons, including

within 12 months of a change of control, disability and death for James Lovas, Synplicity’s vice
president of worldwide sales:

Involuntary
Not For Cause
Voluntary Termination
Termination, (within
Retirement or 12 months of
For Cause _a Change in
Executive Benefit and Payments Upon Separation ' Termination Control) Disability Death
Compensation:(1) . . .................. N $ 53,470 $ 53470 $ 53,470 $ 53,470
Long Term Incentive Compensation ' '
Stock Options(2) . . . ... .. oo 57,713 - 70,045 57,713 57,713
Benefits & Perquisites: : .
Stock Awards . . ........ . . ... . . o —_ — — T
ESPP(3Y . . ... e 5,227 5227 5,227 5,227
401(k)Plan. . . ... ... . . 175,433 175,433 175,433 175,433
Life Insurance Proceeds .. ................. — — — 310,000,
Accidental Death Proceeds .. ............... —_ — — 310,000
Travel Death Proceeds(4) ................. Lo — — — —
Short Term Disability(5) ....... e = —_— 8,017 —
Long Term Disability(6) ............ e — — 10,000 —
Cash Severance(7) . .......... ... ... ... — 146,850 — —
COBRA(B) . ... i i — 12,689 — —
Auto Allowance . ..........c.urururn.n L 750 750 - 750 750
Accrued Vacation .. ...t 22,679 22,679 22,679 22,679
Deferred Compensation . .................. 53,070 53,070 53,070 53,070
TOTALS: . ... . e i e $368,342 $540,213 $386,339 $988,342
(1) Amount listed includes $45,280 in commission earned.

)

€)

“)
&)
(6)

()

(8)

The doltar value of the equity acceleration in this chart is based on the closing price of our
common stock on December 31, 2007 of $5.80, less the exercise price of the options, multiplied by
the number of unvested options.

The amount listed is the amount of employee contributions made through payroll deductions
withheld as of December 31, 2007 for the purpose of purchasing shares under the Company ESPP.

Payable only if death occurs during travel for business. 7
Amount listed is payable monthly for a maximum- of 24 weeks following termination.

Amount listed is payable monthly until age 65 following termination of short term disability
benefits. ' ) ’

Amount listed includes outplacement services of $4,000, 6 months base salary of $98,280 and a
sales commission of $32,760 equivalent to one half of his 6 months target sales commission.

Amount listed is the total amount under COBRA. This amount is payable in monthly installments
for 6 months following termination. Continued group health benefits subject to executive

(i) constituting a qualified beneficiary, as defined in Section 4980B(g)(1) of the Code, and

(i1) electing continuation coverage pursuant to COBRA, within the time period prescribed
pursuant to COBRA.
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EQUITY COMPENSATION PLAN INFORMATION

The following table provides information as of December 31, 2007 about Synplicity common stock
that may be issued upon the exercise of options and rights granted to employees, consultants or
members of its board of directors under all existing equity compensation plans including the 1995 Stock
Option Plan (which was terminated as to new grants in April 2000), the 2000 Stock Plan, the 2000
Employee Stock Purchase Plan and the 2000 Director Option Plan.

Number' of Securities
Remaining Available

Number of Securities to  Weighted Average for Futnre Issuance
be Issued Upon Exercise Price of Under Equity
~ Exercise of Outstanding Compensation Plans
Quistanding Options, Options, Warrants (excluding securities
_P_IEEM Warrants and Rights and Rights reflected in column (a))
Equity compensation plans approved by
shareholders(1) ... ............... 6,553,579(2) $6.14 5,153,763(3)
Equity compensation plans not approved
by shareholders .. ................ 104,665(4) $3.75 — (5)
TOtal .o e 6,658,244 $6.10 5,153,763

(1) Synplicity is unable to ascertain with specificity the number of securities to be issued upon exercise
of outstanding rights under the 2000 Employee Stock Purchase Plan or the weighted average
exercise price of outstanding rights under the 2000 Employee Stock Purchase Plan for the purchase
period beginning on November 1, 2007, which are not determinable until the expiration of the
current purchase period on April 30, 2008. The 2000 Employee Stock Purchase Plan provides that
shares of Synplicity’s common stock may be purchased at a per share price equal to 85% of the
fair market value of the common stock on the beginning of the offering period or a purchase date
applicable to such offering period whichever is lower. The 2000 Employee Stock Purchase Plan
also provides for an automatic increase each year on January 1 equal to the lesser of 666,666
shares, 2% of the outstanding shares on such date, or a lesser amount as approved by the board of
directors. In January 2008, the board of directors determined that no additional shares would be
added to the 2000 Stock Plan, 2000 Director Stock Option Plan or 2000 Employee Stock Purchase
Plan as of January 1, 2008.

(2} Of these shares of common stock as of December 31, 2007, 1,182,091 shares were subject to
outstanding options under the 1995 Stock Option Plan, 5,091,488 shares were subject to
outstanding options under the 2000 Stock Plan and 280,000 shares were subject to outstanding
options under the 2000 Director Option Plan.

(3) Of these shares of common stock as of December 31, 2007, 4,217,808 shares remain available for
future issuance under the 2000 Stock Plan, 177,187 sharés remain available for future issuance
under the 2000 Director Stock Option Plan and 758,768 shares remain available for future
issuances under the 2000 Emplovee Stock Purchase Plan.

(4) The options to purchase these shares of common stock were granted in December 1999 to eight
Synplicity employees, including Messrs. Meyers and Dauman. Such options vested as to 1/48" of
the shares each month with such vesting beginning on January 30, 2003 for Mr. Meyers and
September 27, 2001 for Mr. Dauman. These options have a weighted average exercise price of
$3.75 per share.

(5) No securities are available for future issuance under any arrangement between Synplicity and any
individual.
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DIRECTOR COMPENSATION

Directors who are not employees receive automatic option grants under Synplicity’s 2000 Director
Option Plan. Each new non employee director is automatically granted an option to purchase 40,000
shares of Synplicity common stock at the time he or she is first elected to the board of directors. Each
non employee director receives a subsequent option grant to purchase 10,000 shares of Synplicity
common stock at the first meeting of the board of directors following the annual meeting of
shareholders, provided that he or she has been a member of the board of directors for at least six
months as of such date. All options granted under the 2000 Director Option Plan are granted at the
fair market value of Synplicity common stock as reported on the Nasdaq Global Market on the day
before the date of the grant. The initial 40,000 share grants become exercisable at a rate of 1/4% of the
shares one year after the date of grant and 1/48" of the shares per month thereafter. The subsequent
10,000 share grants become exercisable at the rate of /48 of the shares per month.

In 2007, non employee directors of Synplicity received a cash retainer of $35,000 per year. The
chairman of the audit committee received an additional retainer of $15,000 per year, and the chairman
of the compensation and nominating and corporate governance committee each received a retainer of
$8,000 per year. Non employee directors (other than the chairman of the audit committee)} who served
on the audit, compensation or nominating committee also received an additional retainer of $5,000 per
year for each committee on which the director sits.

Payment of retainers are made quarterly in arrears and are prorated for that portion of the quarter
in which a director serves in the event he or she leaves the board or a committee, as the case may be.

The following table provides information on the cash compensation and options granted to the
Synplicity directors during 2007:

Change in
Pension Vatue
Non-Equity and
Incentive Nonqualified
Plan Deferred All Other
Fees Earned Stock Awards Option Compensation Compensation Compensation
Name(1) S $) Awards ($)(3) % Earnings {$) (® Total {($)
Prabbu Goel .. ... .. $ 45,677 - 26,241 — — — $ 71,918
Kenneth S.

McElvain(4) . . . . .. 218,545 —_— 62,337 280,882
Dennis Segers . ... .. 48,000 — 26,241 — —_ b —_ 74,241
Scott J. Stallard(5) . . . 35,429 — 26,241 — — — 61,670
Thomas Weatherford . 55,000 — 26,241 — — . — 81,241
Paul Weiskopf(6) . . .. 24,951 — 112,344 - T — —_ 137,925
Alisa Yaffa(7) ...... 84,151 — — 15,325 — — 99,476

(1) Includes all directors except Mr. Meyers who is Synplicity’s president and chief executive officer. Mr. Meyers’
compensation is set forth under the caption “Executive Compensation” commencing on page 26.

(2) Includes all fees earnéd for services, including board meeting fees and committee and/or chairmanship fees,

(3) On May 21, 2007, each non-employee director (other than Mr. Weiskopf) received an option to purchase
10,000 shares of common stock in accordance with the terms of the Synplicity 2000 Director Option Plan.
Such options were granted with an exercise price of $6.51 per share, which represented the fair market value
of Synplicity common stock as reported on the Nasdaq Global Market on the day before the date of the
grant, Such option grants become exercisable at the rate of 1/48% of the shares per month from the date of
grant.

(4) Mr. McElvain is an employee of Synplicity and does not receive additional compensation for serving on the
board of directors. The information provided herein is compensation earned as an employee. Mr. McElvain is
not a “named executive officer” of Synplicity as that term is defined in Item 402 of Regulation S-K.
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Consequently, his compensation is not disclosed in the Summary Compensation Table. In 2007, Mr. McElvain
earned a base salary of $218,545, a bonus of $21,000 and a VIPP payout of $41,337.

Mr. Stallard resigned from the board of directors in August 2007.

Mr., Weiskopf received an option to purchase 40,000 shares of common stock in accordance with the terms of
the Synplicity 2000 Director Option Plan. Such option was granted with an exercise price of $6.85 per share,
which represented the fair market value of Synplicity common stock as reported on the Nasdaq Global
Market on the day before the date of the grant. Such option grants become exercisable at the rate of 1/48™ of
the shares per month from the date of grant.

M. Yaffa is an employee of Synplicity and does not receive additional compensation for serving on the board
of directors. The information provided herein is compensation earned as an employee. Ms, Yaffa is not a
“named executive officer” of Synplicity as that term is defined in Item 402 of Regulation S-K. Consequently,
her compensation is not disclosed in the Summary Compensation Table. In 2007, Ms. Yaffa earned a base
salary of $84,151, and a VIPP payout of $15,325. :

The aggregate number of each non employee directors’ option awards outstanding at

December 31, 2007 is disclosed in the table below:

Option Awards

. Outstanding
Name ﬂ__i#)_
Prabhu Goel ... .. e e 80,000
Kenneth 8. McElvain ......... ... 0
Dennis SEZErs . .. v v vttt e s 100,000
Thomas Weatherford . ........ . . . i iy 80,000
Paul Weiskopf . ........ .. 40,000
AlisaYaffa................ e e e e e e 0

40




ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The following table provides information relating to the beneficial ownership of Synplicity common
stock as of March 31, 2008 by:

* each shareholder known by Synplicity to own beneficially more than 5% of its common stock;
« each of its executive officers named in the summary compensation table on page 26;

». each of its directors; and

* all of its direciors and executive officers as a group.

Beneficial ownership is determined based on the rules of the Securities and Exchange Commission.
The column captioned “Total Shares and Shares Underlying Exercisable Options Beneficially Owned”
includes the number of shares of Synplicity common stock subject to options that are currently
exercisable or will become exercisable on or before May 30, 2008, which is 60 days from the record
date for the 2008 annual meeting. The number of shares subject to options that each beneficial owner
has the right to acquire on or before May 30, 2008 is listed separately under the column “Number of
Shares Underlying Options.” These shares are not deemed exercisable for purposes of computing the
beneficial ownership of any other person. Percent of beneficial ownership is based upon 26,592,655
shares of Synplicity common stock outstanding as of March 31, 2008. The address for those individuals
for whom an address is not otherwise provided is ¢/o Synplicity, Inc., 600 West California Avenue,
Sunnyvale, California 94086. Unless otherwise indicated, Synplicity believes the shareholders listed have
sole voting or investment power with respect to all shares, subject to applicable community property
laws.

Number of Total Shares

Shares and Shares
Number of Underlying Underlying
Outstanding Cptions Exercisable Percentage of
Shares Exercisable on or  Options Total Shares
Beneficially before Beneficially  Beneficially
Name and Address Owned May 30, 2008 Owned Owned
JoCarloCannell (1) .. ...................... 1,700,967 — 1,700,967 6.4%

P.O. Box 3459
240 E. Deloney Ave.
Jackson, WY 83001
Buckingham Capital Management Incorporated(2) .. 1,268,834 — 1,268,834 4.76%
750 Third Ave., Sixth Floor
New York, NY 10017

Andrew Dauman . ......................... 44333 267,854 312,187 1.2%
Prabhu Goel(3) ....... ... . . i i 1,187,538 65,000 1,252,538 4.7%
Andrew Haines . ........... ... . v ... 58,516 152,076 210,592 *
JohnJ . Hanlon............. ... ... ... ..... 2,533 134,501 137,034 *
James Lovas. . .. ... i e 37,000 129,416 166,416 *
Kenneth §. McElvain(4) . .................... 9,594,714 — 9,594,714 36.1%
Gary Meyers . ... ittt 13,000 703,127 716,127 2.6%
Dennis Segers . ............... [ — 85,000 85,600 *
Thomas Weatherford . ...................... — 65,000 65,000 *
Paul Weiskopf . . ... ... ... ... . . . L — — —
Alisa Yaffa(d) . . ... ... ... .. .. 9,594,714 — 9,594,714 36.1%
All current directors and executive officers as a

group (11 persons) . ............. . ........ 10,937,634 1,601,974 12,539,608 44.5%

*  Less than 1%
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(1) Reflects ownership of 1,700,967 shares of Common Stock as reported on Schedule 13D dated
February 29, 2008 and filed with the Securities and Exchange Commission.

(2) Reflects ownership of 1,268,834 shares of Common Stock as reported on Schedule 13G dated
March 10, 2008 and filed with the Securities and Exchange Commission.

(3) The beneficial ownership of Dr. Goel includes 320,874 shares held in Dr. Goel’s family partnership
and 866,664 shares held by Dr. Goel as custodian for his children.

‘ (4) Mr. McElvain and Ms. Yaffa are married and their beneficial ownership includes 9,010,648 shares

| of common stock held as community property; 90,000 shares held by Kenneth S. McElvain TR

| 2008 A. Yaffa GRAT UA 02/25/08; 90,000 shares by Alisa Yaffa TR 2008 K. McElvain GRAT UA
02/25/08; and 404,066 shares held by a family limited liability company of which Mr. McElvain and
Ms. Yaffa are the managing members.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR
INDEPENDENCE )

Our audit committee is responsible for the review and approval or ratification of “related-person
transactions” between Synplicity and related persons. Under Securities and Exchange Commission
rules, a related person is a director, officer, nominee for director, or 5% shareholder of the Company
since the beginning of the last fiscal year and their immediate family members.

In 2007, Synplicity paid Mr. Kenneth R. McElvain a total of $90,000 for certain technical software
development programming services provided by him to Synplicity pursuant to a consulting agreement.
Mr. Kenneth R. McElvain is the father of ene of our directors, Kenneth S. McElvain, who is also our
chief technology officer and vice president.

In March 2008, the audit committee approved an increase in the 2008 consultant fees payable to
Mr. Kenneth R. McElvain up to a maximum of $140,000.
ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
Aundit and Related Fees

The following table is a summary of the fees billed to Synplicity by Ernst & Young LLP for
professional services for the years ended December 31, 2007 and 2006:

Year ended December 31,

Fee Category 2007 2006
Audit Fees. . .. ... ... . . e $1,161,308 $1,156,372
Audit-Related Fees ............... ... ... ........ 311,406 140,414
Tax Fees ... .. e 60,469 39,281
AllOther Fees. . .. ... ... ... .. . . i, 1,000 3,000
Total Fees ... ... ... . .. . i, $1,534,183  $1,339,067

Audit Fees—consist of fees billed for professional services rendered for (i} the audit of Synplicity’s
consolidated financial statements and review of the interim consolidated financial statements included
in quarterly reports, (it) its review and testing of the effectiveness of Synplicity’s internal controls over
financial reporting and management’s assessment of the effectiveness of the internal controls over
financial reporting, and (iii} services that are normally provided by Emst & Young LLP in connection
with statutory and regulatory filings or engagements.

Audit-Related Fees—consist of fees billed for assurance and related services that are reasonably
related to (i) the performance of the audit or review of the consolidated financial statements, and
(ii) review and testing of the effectiveness of Synplicity’s internal controls over financial reporting and
management’s assessment of the effectiveness of the internal controls over financial reporting, and that
are not reported under “Audit Fees.” In 2007 and 2006, these services included accounting
consultations in connection with SEC correspondence, recent accounting pronouncements, restructuring
and due diligence in connection with Synplicity’s acquisition of HARDI Electronics A.B.

Tax Fees—consist of fees billed for professional services for tax compliance, advice and planning.
These services include assistance regarding international tax compliance, tax audit defense, customs and
duties, mergers and acquisitions and international tax planning.

All Other Fees—consist of fees for products and services other than the services reported above.

Before selecting Emst & Young LLP and prior to determining to continue Ernst & Young LLP’s
engagement with Synplicity in 2008, the audit committee carefully considered Ernst & Young LLP's
qualifications as an independent registered public accounting firm. This included a review of the
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qualifications of the engagement team, the quality control procedures the firm has established, the
results of the Public Company Accounting Oversight Board’s most recent review of Ernst &

Young LLP, as well as its reputation for integrity and competence in the fields of accounting and
auditing. The audit committee’s review also included matters required to be considered under the
Securities and Exchange Commission’s rules on auditor independence, including the nature and extent
of non-audit services, to ensure that the auditors’ independence will not be impaired. The audit
committee pre-approves all audit and non-audit services provided by Ernst & Young LLF. All of the
services provided by Ernst & Young LLP described under “Audit-Related Fees,” “Tax Fees” and “All
Other Fees” were pre-approved by the audit committee. The audit committee has determined that the
provision of services by Ernst & Young LLP other than for audit related services is compatible with
maintaining the independence of Ernst & Young LLP as Synplicity’s independent registered public
accounting firm.
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\ PART 1V

l ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.
|
|

(a}(3) Exhibits

Item
Number  Description of Exhibit

311 Rule 13a-15(e) and 15d-15(e} Certification—Principal Executive Officer—Gary Meyers
31.2 Rule 13a-15(e) and 15d-15(e) Certification—Principal Financial Officer—John J. Hanlon

321 Certification Pursuant to 18 U.S.C. Section 1350, As Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002—Gary Meyers and John J. Hanlon
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this Amendment No. 1 to the Annual Report on Form 10-K to be signed on
its behalf by the undersigned, thereunto duly authorized.

SYNPLICITY, INC.

Date: April 4, 2008 By: /s/ GARY. MEYERS

Name: Gary Meyers
Title: Chief Executive Officer, President and
Director (Principal Executive Officer)

By: /s/ JoHN J. HANLON

Date: April 4, 2008 Name: John J. Hanlon
Title: Senior Vice President and Chief
Financial Officer (Principal Financial
and Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this
Amendment No. 1 to the Annual Report on Form 10-K has been signed below by the following
persons on behalf of the Registrant and in the capacities and on the dates indicated:

Signature Title Dite;
/s/ GARY MEYERS Chief Executive Officer, President and Director April 4, 2008
Gary Meyers (Principal Executive Officer)
s/ JOHN J. HANLON Senior Vice President and Chief Financial Officer April 4, 2008
John J. Hanlon (Principal Financial and Accounting Officer)
/s/ KENNETH S. MCELVAIN* Chief Technology Officer, Vice President and April 4, 2008
Kenneth S. McElvain* Director
s/ ALISA YAFFA™ Chairwoman of the Board, Vice President of April 4, 2008
Alisa Yaffa* Intellectual Property and Secretary
/s/ PRABHU GOEL* Director April 4, 2008

Prabhu Goel*
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Signature Title Date

s/ PAUL WEISKOPF* Director April 4, 2008

Paul Weiskopf*

s/ DENNIS SEGERS* Director April 4, 2008
Dennis Segers*

/s/ THOMAS WEATHERFORD* Director April 4, 2008

Thomas Weatherford*

*By: /s/ JOHN J. HANLON
John J. Hanlon, Attomey-in-Fact

END
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